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AMENDMENT OF LIFE INSURANCE ACT FOR 
DISTRICT OF COLUMBIA 


THURSDAY, MARCH 17, 1960 


House or REPRESENTATIVES, 
COMMITTEE ON THE DISTRICT OF COLUMBIA, 
Suscommirree No. 4, 
Washington, D.C. 


H.R. 10964: A Brut To Amenp THE Lire INsuRANCE Act or THE Dis- 
TRICT OF COLUMBIA APPROVED JUNE 19, 1934, as AMENDED 


A hearing was held before Subcommittee No. 4 of the Committee 
on the District of ripe sen in room 445—-A, Old House Office Build- 
ing, Washington, D.C., opening at 10 a.m. , March 17, 1960, Hon. D. R. 
(Bully) Matthews presi ing. 

Members present: Mr. Matthews (chairman), Mr. McMillan, Mrs. 
Weis, and Mr. Broyhill. 

Staff emohelis resent: William N. McLeod, Jr., clerk; Hayden S. 
Garber, counsel; Donald J. Tabeidy, minority clerk; Ann L. Pur- 
year, assistant clerk; and Ellen Coxeter, stenographer. 

Chairman Marrnews. The committee will come to order. 

The first bill we are going to discuss this morning is H.R. 10964, a 


| bill introduced by our colleague, the chairman of the committee, Mr. 


McMillan, to amend the Life Insurance Act of the District of Colum- 
bia approved June 19, 1934, as amended. 
Without objection, I should like to have a copy of this bill filed for 


the record. 
[H.R. 10964, 86th Cong., 2d sess.] 


A BILL To amend the Life Insurance Act of the District of Columbia approved June 19, 
1934, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That chapter III of the Life Insurance Act, 
as amended (sec. 35-501, et seq., D.C. Code, 1951 edition), is amended by adding 
a new section 41 as follows: 

“Sec. 41. (a) Every domestic life insurance company which issues contracts 
providing for payments which vary directly according to investment experience 
shall establish one or more separate accounts in connection with such contracts, 
as directed by the superintendent. All amounts received by the company which 
are required by contract to be applied to provide such variable payments shall 
be added to the appropriate separate account, and the assets of any such separate 
account shall not be chargeable with liabilities arising out of any other business 
the company may conduct. Any surplus or deficit which may arise in any such 
Separate account by virtue of mortality experience shall be adjusted by with- 
drawals from or additions to such account so that the assets of such account 
shall always equal the assets required to satisfy the company’s obligations for 
such variable payments. 

“(b) A foreign or alien life insurance company authorized to do business 
in the District may be authorized to issue or deliver contracts in the District 
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providing for payments which vary directly according to investment experience 
only if authorized to issue such contracts under the laws of its domicile. 

“(c) No domestic life insurance company shall be authorized to issue such 
variable contracts, and no foreign or alien life insurance company shall be 
authorized to issue or deliver such contracts in the District, until such company 
has satisfied the Superintendent that its condition and methods of operation in 
connection with the issuance of such variable contracts will not be such as 
to render its operation hazardous to the public or to its policyholders in the 
District. In determining the qualification of a company to issue or deliver 
such variable contracts in the District, the Superintendent shall consider, among 
other things, the history and financial condition of the company; the character, 
responsibility, and general fitness of the officers and directors of the company; 
and, in the case of a foreign or alien company, whether the regulation provided 
by the laws of its domicile provides a degree of protection to policyholders and 
the public substantially equal to that provided by this section and the rules 
and regulations issued by the Superintendent pursuant thereto. 

“(d) Every life insurance company which issues or delivers such variable 
contracts in the District shall file with the Superintendent, in addition to the 
annual statement required by section 8 of the Act of June 19, 1934 (48 Stat. 
1132; sec. 35-407, D.C. Code, 1951 edition), such other periodic or special reports 
as the Superintendent may prescribe. 

“(e) The provisions of this section shall not apply to any contracts which 
do not provide for payments which vary directly according to investment experi- 
ence. 

“(f) The Superintendent shall have the authority to issue such reasonable 
rules and regulations as may be necessary to carry out the purposes of this 
section. 

“(g) In the case of a domestic life insurance company which issues contracts 
providing for payments which vary directly according to investment experi- 
ence— 

“(1) the 2 per centum limitation of clause (1) of subsection (7) of section 
35 of chapter III of the Life Insurance Act, as amended (sec. 35-535, D.C. 
Code, 1951 edition), shall be enlarged to include an additional! 2 per centum 
of the assets held by such company in the separate account or accounts 
established pursuant to subsection (a) of this section. 

“(2) the 1 per centum limitation of subsection (9) of said section 35 shall 
be enlarged to include an additional 2 per centum of the assets held by such 
company in the separate account or accounts established pursuant to sub- 
section (a) of this section. 

“(3) the 1 per centum limitation of subsection (10) of said section 35 
shall be enlarged to include an additional 2 per centum of the assets held by 
such company in the separate account or accounts established pursuant to 
subsection (a) of this section.” 


Chairman Matruews. I also, without objection, would like to per- 
mit Mr. Dougherty of the Metropolitan Life Insurance Co. to file a 
statement at this point in the record. 

(The statement of Charles G. Dougherty, Metropolitan Life Insur- 
ance Co., is as follows :) 


METROPOLITAN LIFE INSURANCE CoO., 
New York, N.Y., March 16, 1960. 
Hon. Jonn L. McMILLAN, 
Chairman, Committee on the District of Columbia, 
House Office Building, Washington, D.C. 


Dear REPRESENTATIVE McMrrxran: I understand that the Committee on the | 


District of Columbia, of which you are chairman, will hold hearings on Thurs- 
day, March 17, 1960, with respect to H.R. 10964, entitled, “A bill to amend the 
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Life Insurance Act of the District of Columbia approved June 19, 1934, as | 


amended.” 

With the thought that it would be helpful to you and the members of your 
committee in considering this bill, and to place it in proper perspective, I am 
taking the liberty of enclosing the results of a survey of opinion on variable 
annuities that we made last year. 

The survey was initiated on May 12, 1959, by Mr. Ecker, then president and 


now chairman of the board, when he sent a letter to the presidents of all U.S. 
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member companies of the American Life Convention, the Life Insurance Asso- 
ciation of America, and the Life Insurers Conference. In all, representatives 
of 314 companies (including Metropolitan) were polled. They represent more 
than 98 percent of the assets of all U.S. companies. 

Each president receiving a letter was requested to answer the one question 
which we felt went to the heart of the problem : 

“Under present conditions, do you believe that it would be in the best 
interests of the life insurance business for life insurance companies to sell 
individual variable annuities to the general public?” 

The responses were tabulated and are shown on the enclosed chart. Two 
hundred and seventy-three replies were received, and as an indication that 
these views are truly representative of the business as a whole, I think it is 
interesting to note that the companies with which those expressing them are 
connected, hold 97.2 percent of the assets of all U.S. companies. 

In order that you might have a complete picture as to the way in which this 
survey was conducted, I am also enclosing a copy of Mr. Ecker’s letter of May 
12, 1959, as sent to the company presidents, together with the questionnaire 
itself and the other pertinent enclosures. Additional sets of the chart and re- 
lated items are also enclosed for distribution to the other members of your 
committee. 

If, as the majority of those who responded to the questionnaire indicated, it 
is not desirable for life insurance companies to issue variable annuities, then 
one of the very real dangers of this legislation, to be enacted by the Congress of 
the United States, is that it would perhaps serve as a precedent for similar 
action by many State legislatures throughout the country. 

Sincerely yours, 

CHARLES G. DOUGHERTY, 
Vice President. 


METROPOLITAN LiFe INSURANCE Co., 
New York, N.Y., May 12, 1959. 

I am sure you are fully aware of the long debate which has been taking place 
on the question of whether life insurance companies should undertake to sell 
variable annuities to the public. 

For some time we have felt that it would be helpful to know the thinking on 
this matter of the leading life insurance executives throughout the country. Now 
that the Supreme Court of the United States has handed down its decision, in 
a case which had been pending since 1956, we are prompted to direct this inquiry 
to a number of company presidents. 

You are undoubtedly familiar with that decision which held that variable 
annuities are predominantly securities rather than insurance, that they must 
be registered under the Securities Act, and that the two respondent companies 
must comply with the Investment Company Act. 

In the majority opinion the Court said: 

“* * * the variable annuity places all the investment risks on the an- 
nuitant, none on the company. The holder gets only a pro rata share of 
what the portfolio of equity interests reflects—which may be a lot, a little, 
or nothing.” 

The Court also said: 

“But we conclude that the concept of ‘insurance’ involves some invest- 
ment risk taking on the part of the company. The risk of mortality, assumed 
here, gives these variable annuities an aspect of insurance. Yet it is ap- 
parent, not real; superficial, not substantial. In hard reality the issuer of 
a variable annuity that has no element of a fixed return assumes no true 
risk in the insurance sense.” 

The Court went on to comment that companies issuing variable annuities: 

“* * * guarantee nothing to the annuitant except an interest in a portfolio 
of common stocks or other equities—an interest that has a ceiling but no 
floor. There is no true underwriting of risks, the one earmark of insurance 
as it has commonly been conceived of in popular understanding and usage.” 

For your convenience, I am enclosing herewith a copy of that opinion. 

The implications of this decision emphasize what I have always considered to 
be a very real danger to our business. Presumably, we are all anxious to pre- 
serve to the several States the right to regulate and supervise the business of 
insurance, but it is now a certainty that if life insurance companies go into 
the variable annuity field, they will be subjecting themselves to at least some 
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degree of Federal regulation. As we all know from experience, once Federal 
regulation starts, there is no telling where it will stop. 

Furthermore, entirely apart from SEC regulation, if the life companies go 
into this business aggressively, their ownership of common stock would inevitably 
increase and thus increase the possibility of accusation of control of industry. 
We all remember the investigation conducted 20 years ago by the Temporary 
National Economic Committee, and we know that we are now faced with another 
study of the question of whether there is any concentration of economic power 
in our business. This study is being undertaken by the Antitrust and Monopoly 
Subcommittee of the U.S. Senate Judiciary Committee and is to be conducted by 
Senator Joseph C. O’Mahoney of Wyoming, who also headed the TNEC. 

Our business came through the TNEC study with flying colors when it was 
demonstrated that the common stock holdings of the life insurance business were 
negligible. However, if our life insurance companies ever put themselves in 
the position, through ownership of common stocks or otherwise, of being justly 
accused of controlling any segment of American industry, the prospect of further 
Federal regulation would be greatly increased. 

I personally do not believe it to be in the interest of the life insurance business 
for our companies to sell mutual funds or variable annuities. The two, in my 
opinion, are basically the same. When there are downswings in the stock 
market, as there have been in the past and as there surely will be in the future, 
those retired people depending upon income from variable annuities are bound 
to be hurt. This could bring grief to many people, and if it does, the reputation 
of our business is also bound to be hurt. 

Furthermore, for the life insurance companies on any large scale to sell 
variable annuities could be interpreted as an admission that the life insurance 
business no longer believes in its own product of guaranteed dollars. This 
strikes at the very foundation of our business, and would be extremely discourag- 
ing in our Nation’s fight against inflation. No matter what anyone may say to 
the contrary, it seems to me that the most effective sales argument for the 
variable annuity rests squarely on the premise that we are faced with inevitable 
future inflation. 

Notwithstanding how I personally feel about this important matter, I would 
like very much to know the feelings of our industry as a whole. Accordingly, 
I am sending this same letter to the presidents of all U.S. member companies 
of the American Life Convention, the Life Insurance Association of America, 
and the Life Insurers Conference, to ask them their views. 

I hope you will be willing to complete and return the attached questionnaire 
in the enclosed envelope, I also hope that, regardless of what my feelings may be, 
you will let me have your frank opinion. 

I shall be glad to let you know the outcome of this survey, and assure you 
that if it is your wish and you so indicate, your individual reply will be held 
in confidence and that your answer will be used only in the aggregate with 
all other replies. 

Sincerely yours, 





, 
President. 


P.S.—In order that you may have before you a more complete discussion of 
both sides of the question, I am enclosing herewith copies of statements made 
on September 29, 1958, before the Joint Insurance Committee of the Massa- 
chusetts Legislature by our vice president, Mr. Charles G. Dougherty, and by 
Mr. Richard J. Congleton, general atorney of the Prudential Insurance Co. of 
America. 

F.W.E. 


QUESTIONNAIRE 


Please answer the following question by making a check in the appropriate 
space. 

1. Under present conditions, do you believe that it would be in the best in- 
terests of the life insurance business for life insurance companies to sell in- 
dividual variable annuities to the general public? 

([(] Yes (2) No 
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Other comments (attach additional pages if necessary) : 


(Company) 
[LJ] Check here if you wish your reply to be held in confidence. 


STATEMENT BY RICHARD J. CONGLETON, GENERAL ATTORNEY, THE PRUDENTIAL IN- 
SURANCE Co. OF AMERICA, NEWARK, N.J. 


In support of the proposed substitute for house bill No. 1560, at the public 
hearing on September 29, 1958, before the insurance committee of the Massa- 
chusetts Legislature 


My name is Richard J. Congleton. I am general attorney of the Prudential 
Insurance Co. of America, a mutual life insurance company organized 
under the laws of the State of New Jersey. 

We appreciate the opportunity to appear here today to present our position on 
the variable annuity and to urge passage of the proposed substitute for house 
bill No. 1560. We are anxious to be of whatever help we may in your con- 
sideration of the methods suggested for assisting the citizens of Massachusetts 
to provide for a retirement income which would offer some opportunity for par- 
ticipation in the growth of the national economy and, at the same time, be less 
susceptible to the impact of inflation on the purchasing power of the dollar. 

The life insurance industry has, for many years, furnished the people of this 
country with protection against the economic contingencies of life. Insurance 
enables the individual to protect himself and his family through the exercise of 
self-reliance and initiative. Down through these years, the life insurance in- 
dustry has recognized its responsibility to encourage this self-reliance, thrift, 
and initiative by making available to the great mass of people of this country 
plans under which they may provide for their own security. 

It is part of that responsibility to expand and adapt available services to 
meet the public’s need for new forms of coverage. 

It seems unnecessary for us to spend much of our time proving that such 
a need exists today. The public urgently requires a new economic weapon, 
some means of supplementing—and notice I said supplementing, not replacing— 
the traditional forms of retirement programing which provide fixed dollar incomes 
substantially at the merey of reductions in dollar purchasing power. The 
report of the recess commission (Senate No. 815, August 1958) recognizes the 
grave problem confronting life insurance companies, employers, and citizens 
of providing retirement benefits that are adequate in our modern economy. 

Probably no segment of our population has suffered so much from loss of 
purchasing power, and has been so defenseless against it, as our retired people. 
Those who have had to depend on a fixed dollar retirement income during the 
past few decades have learned to their misfortune that they were given no guar- 
antee of a financially secure old age. Based on the Consumer Price Index of 
July 1958, a person who retired in 1940 on a pension of $2,500 annually, would 
have to receive $5,170 today to have the same purchasing power. His ‘1940 
model” income today has an equivalent purchasing power of $1,209. 

I think we can conclude from this that you cannot rely alone on the selection 
of a particular number of dollars, projected many years into the future, in 
the hope that it will be enough. We have no way of knowing what the dollar 
will buy in terms of bread, milk, and shoes 20, 30, or more years from now. 

How many of your own relatives and friends have been caught by this dollar 
shrinkage? Certainly they are fortunate to have had a retirement income at 
all; but they would have been much happier if this income had kept pace to 
some extent with the expanding economy and the increased cost of living. 

We can’t dispose of this situation by ignoring its existence. The number of 
people living past age 65, as well as the life expectancy of those who attain that 
age, has been steadily and significantly increasing since the turn of the century. 
If the problem is great today, it is going to be magnified in the future as the 
nuniber and proportion of senior citizens increases. 


53437—60- 2 
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The great pooling and redistribution system which is private insurance has 
always had the means readily at hand to meet new demands for protection ag 
they arise. We believe the answer to the present problem lies in the issuance 
of variable annuity contracts by life insurance companies. We're convinced 
this is the best approach yet suggested. Even though some questions may 
remain unresolved—and questions can always exist or be created—we insist 
it is an approach worth trying. 

This is not, as has been charged, a suggestion that inflation be embraced. 
We are not preaching its inevitability. We don’t know what the future holds 
any more than does anyone else. But the economists tell us that future infla- 
tion is a possibility—a good possibility—and, since it is such, our experience 
has taught us it is a hazard against which we must attempt to protect ourselves, 

I think it would be proper at this point for me to explain briefly what a 
variable annuity is and why it is an annuity, so we'll have a solid basis on which 
to discuss the matter further. 

Any annuity, fixed-dollar or variable, may be described as a contract which pro- 
vides an income to continue for the lifetime of the annuitant by consuming a 
principal sum with earnings thereon exactly over the uncertain duration of such 
lifetime. Normally, annuity contracts call for a relatively long period of 
payments by the annuitant to the company, during which period the principal 
sum is accumulated. These payments are invested by the company as received, 
to provide the maximum benefit later on. 

In the fixed-dollar contract, among other things, the company guarantees the 
amount of earnings it will receive on these payments at a conservatively set in- 
terest rate it is reasonably sure of maintaining through investment in fixed- 
dollar securities. At the annunity date, the annuitant stops making payments 
and begins receiving benefits in amounts established by a predetermined con- 
tractual formula. 

As a result of this procedure, annuitants have not had the same opportunity 
for participation in the expansion of the national economy available to others. 

The variable annuity is an attempt to correct this situation. Its one distin- 
guishing feature is that the company does not assume a rate of return on in- 
vestments. Therefore, it is not necessary to invest in securities which limit 
both the rate of interest and the opportunity to participate in economic growth. 
Instead, the assets attributable to variable annuity contracts can be invested in 
equities as the benefits will be keyed directly to the actual investment results. 
The value of common stocks fluctuates, as does the income they produce, and the 
actual extent of the variation cannot be predicted in advance. Benefits there- 
fore will vary as the value of the assets varies, and exhaustive economic studies 
show that in the past this variation corresponded reasonably—not perfectly— 
to variations in the prices of consumer goods. 

Our economists have tested this theory in every conceivable situation during 
the past 77 years. Probably the most important result emerging from these in- 
vestigations is the finding that using a 15-year accumulation period (the mini- 
mum period of accumulation under the Prudential proposal for an individual 
deferred annuity) and a 15-year retirement period (the present life expectancy 
of a male aged 65), there has not been a single instance during the past 77 years 
when the annuitant would have failed to secure a higher total retirement bene- 
fit under a common stock annuity than under a fixed-dollar annuity. 

There have been in the past and from time to time there probably will be in 
the future comparatively short periods when stock prices and consumer prices 
move in opposite directions. But, as demonstrated by our latest charts (at- 
tached as exhibits A and B), the variable annuity would have provided out- 
standing protection even in such periods—including the current economic situa- 
tion. 

Much has been said by the opponents of variable annuities about the new- 
ness—the untried character—of this concept. Actually, and I can quote here 
from the supplemental statement of Orville Graham, “it must be appreciated that 
the variable annuity is not a theory but a fact.” It is, at most, the latest out- 
growth of a continuing search for better ways to accomplish retirement objec- 
tives—a search necessitated by the fact that the traditional plans have one 
basic flaw: The fixed benefits they provide rapidly become inadequate under the 
impact of inflation. 

Various remedies have been tried. Industry, as well as the Federal Gov- 
ernment, States, counties, and municipalities—all large-scale employers in their 
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own right—have been continually confronted with the problem of providing effec- 
tive retirement programs. Social security benefits have been increased four 
times (as recently as last month)—the rate of tax has more than doubled—in 
order to provide a minimum floor of economic security. Many industrial plans 
have been revised to increase pension benefits but adjustments tend to be belated 
and are not automatic or dependable. Despite adjustments, existing plans are 
still fighting a losing batle against loss of purchasing power and the rising cost 
of even subsistence. 

Out of the search for answers, a growing interest in equity investments has 
evolved. In the field of corporate pension planning, a marked trend has de- 
veloped toward uninsured trusteed pension plans with increased use of common 
stock investments. On another level, several insurance companies now offer a 
combination plan involving the purchase of annuities and mutual fund shares, 
to secure some benefit from both fixed-dollar and equity-type investments. In 
addition, various mutual funds have come up with schemes in attempts to offer 
some solution to the problem. 

The most interesting thing about all these plans or approaches, I think, is 
that in every case, after careful study and consideration, the solution suggested 
has been something which is as close to a variable annuity as the company in- 
volved was legally authorized to write. 

But because a person planning for his retirement needs an income that not 
only will respond to changes in purchasing power but will be one that he cannot 
outlive, every suggestion other than the variable annuity falls short of the mark. 
At best, these other approaches do not provide a combination of the annuity 
principle and the opportunity for participation in the expansion of the national 
economy during the entire lifetime of the individual. Im most cases they do 
not involve the annuity principle at all. 

This annuity principle is not at all mysterious. It is simply an assumption by 
the life insurance company of the risk of how long each individual is going to 
live—just as life insurance is the assumption of the risk, by the insurance com- 
pany, of when the individual is going to die. 

But the nature of this assumption of risk is such that only a life insurance 
company—legally authorized to employ life contingency principles and tech- 
nically skilled in their application—can write any kind of annuity, fixed or 
variable. Because this is so, and because there is an urgent public need for 
this kind of protection, we believe they should be permitted to make the variable 
annuity available. 

There are already a number of variable annuity plans in operation. College 
Retirement Eyuities Fund is one example. CREF, as it is called, was organized 
in 1952 by the New York Legislature as a companion organization to Teachers 
Insurance and Annuity Association. As recommended by a commission composed 
of educators and leading businessmen, its purpose is to provide college staff 
members with a variable annuity which could respond more flexibly to changes 
in the economy. 

Three life companies: Variable Annuity Life Insurance Co. (July 1955); 
Equity Annuity Life Insurance Co. (July 1956)—both of the District of Colum- 
bia; and Participating Annuity Life Insurance Co. (August 1954) of Rogers, 
Ark., have been formed to sell variable annuities to the general public. Variable 
Annuity Life Insurance Co. has since been licensed in West Virginia, Kentucky, 
and Arkansas. Equity Annuity Life Insurance Co. was also recently admitted 
in Kentucky and in North Dakota. 

The seemingly continuous need for periodic adjustment of pension benefits 
has spawned considerable interest in the variable annuity. On the governmental 
level, the State of Wisconsin last year moved to end this cycle. Acting upon 
the recommendation of the Governor’s Retirement Study Commission, which in 
its August 1, 1956, report found the variable annuity to be the “most promising” 
means of overcoming the serious defect in conventional retirement plans, the 
legislature unanimously enacted three bills, subsequently signed by the Governor. 
The purpose of these laws is to incorporate the variable annuity principle into 
the retirement systems for State employees, State teachers, and Milwaukee teach- 
ers on much the same basis as CREF. 

The State of New York, according to State Controller Arthur Levitt, has 
commenced studying the feasibility of introducing a variable annuity plan for 
the New York State Employees Retirement System. 

If, then, the variable annuity is a fact, it seems fair to ask how, in fact, it 
has been working. CREF is an excellent example—it has been in operation 
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the longest and its president, Mr. William Greenough, recently summarized the 
first 6 years of its operation: 

“CREF now has 39,000 participants in the premium-paying stage, and 300 
persons receiving annuities. Its total assets are $55,900,000, and premiums plus 
dividend income average over $1,500,000 a month. 

“Over 80 percent of the new persons coming under college retirement plans 
with us elect concurrently to go into CREF as well as TIAA. As a matter of 
fact, the figure was 85 percent last month (April 1958) ; about the highest ever 
reached. Of the total participants in CREF, 9 out of 10 have elected to put 
half of their money in the new common stock fund, the other 10 percent splitting 
about evenly between one-fourth and one-third. 

“During these last 2 years of mediocre common stock performance, with recur- 
rent substantial fears on the part of the general public as to the future, we have 
detected no shifting of CREF participants out of CREF, no attempts to ‘guess’ 
the market, no development of ‘cold feet.’ This pertains not only to individuals 
but to colleges—not a single college that has approvd CREF participation for 
its staff members has rescinded such approval.” 

Incidentally, despite last year’s period of falling stock prices and a rising cost 
of living, the combined TIAA-CREF benefit to annuitants, figured on the provision 
of $100 monthly from the “fixed” side and $100 monthly from the “equity” side, 
has been scarcely disturbed—$299 per month in 1957 ; $298 monthly in 1958. 

There has been another recent development which bears some mention here, 
particularly since most of the oppostion to the variable annuity, emanating from 
the securities industry, has concerned not the concept but the agency by which 
the sale of such contracts would be regulated. On May 22, 1958, the U.S. Court 
of Appeals, affirming the decision of the lower (district) court, ruled that the 
sale of variable annuities by life insurance companies did not come within SEC 
jurisdiction. Recognizing that “the most important risk the purchaser desires 
to shift when he buys an annuity is the risk that he will live longer than his 
funds will last” the court found that “Variable Annuity Life Insurance Co., by 
the fact of issuing an annuity policy, does assume the risk of when the annuitant 
will die” and concluded : 

“The Variable Annuity Life Insurance Co. contracts have many qualities of 
the traditional business of insurance. They depart from the tradition only in 
their attempt to solve a problem badly in need of solution. Unless we confine 
insurance, by definition, to what has actually been done in the past under the 
name of insurance, and invent a new and distinctive anme for this new business 
which so greatly resembles insurance, we should not contradict the insurance 
commissioners’”’ who have expressed th official opinion “that the business of 
Variable Annuity Life Insurance Co. is the business of insurance.” 

Application to the U.S. Supreme Court for writ of certiorari has been filed by 
both the SEC and the NASD. 

What does the substitute for House bill No. 1560 provide: 

(1) It authorizes Massachusetts life insurance companies to establish separate 
variable annuity accounts. 

(2) It provides strong regulatory authority over both domestic and foreign 
insurers selling variable annuity contracts in the Commonwealth. 

(3) It gives to the commissioner of insurance many regulatory powers, some 
of the most important of which are— 

(a) No company can go into the variable annuity business until it has 
satisfied the commissioner that its conditions and methods of operation are 
such that they will not be hazardous to the public or to its policyholders in 
the Commonwealth. 

(b) No agent can sell variable annuities until he takes a special examina- 
tion on that subject and receives the necessary certificate from the commis- 
sioner. 

(c) Any contract for a variable annuity shall contain a statement of the 
essential features of the procedure to be followed by the company in deter- 
mining the dollar amount of variable benefits or other contractual payments 
or values thereunder. 

(ad) Any variable annuity contract shall contain in bold type on its first 
page a clear statement that benefits are on a variable basis. 

(e) The commissioner is given control not only of the form of the contract 
but must find that its provisions are not unjust, unfair, inequitable, ambigu- 
ous, misleading, or likely to result in misrepresentation or contrary to law. 
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(f) The commissioner is given specific authority to regulate the advertis- 
ing and sales methods of variable annuity contracts. 

Among the many other provisions of the bill are those providing that the com- 
missioner shall issue regulations for balance at the time of underwriting between 
the fixed dollar income and the amount of the proposed variable contract of the 
applicant. 

All contracts on either an individual basis or a group basis shall stipulate the 
expense, mortality and investment increment factors to be used in comptuing the 
dollar amount payable with respect to a unit of variable benefits and shall 
guarantee that expenses and mortality results shall not adversely. affect such 
dollar amounts. 

The bill still further provides for the method of establishing the necessary 
reserves, the valuation of securities and the other necessary administrative 
procedures, 

It further emphasizes that a variable annuity contract is not an investment 
vehicle. The bill provides that a contract holder wishing to withdraw his funds 
can only receive them on a plan providing for contractual payment on a variable 
basis for life or at least 3 years if the value of the units credited is over $1,000. 

The bill further provides that each year the company will mail to the holder 
of the contract a report in a form approved by the commissioner which shall 
include a statement of the number of units credited to such contract and the 
dollar value of a unit as of a date not more than 2 months previous of the date 
of mailing. 

We believe the variable annuity is the best approach yet devised to the 
problem presently confronting all those interested in the development and main- 
tenance of satisfactory retirement programing. We believe it is a good pro- 
gram—good for the companies and their agents but, more important, good for the 
public. We urge you to give your approval to the variable annuity legislation 
before you. 
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Chairman Marrnews. We are delighted to have with us this morn- 
ing Mr. James M. Earnest. Mr. Earnest, are you here ? 

Mr. James M. Earnest. Yes, sir. 

Chairman Matruews. Would you come forward please ? 

Mr. Earnest. In the economy of time, I would suggest that Mr. 
John D. Marsh be called in my place, because I don’t believe it is 
necessary for both of us to appear. 

Chairman Matrnews. Allright. What is his name? 

Mr. Earnest. John D. Marsh. 

Chairman Matrruews. Mr. Marsh, we are delighted to have you. 
Will you please come forward and have a seat and we will hear your 
testimony. 


TESTIMONY OF JOHN D. MARSH ON BEHALF OF VARIABLE AN- 
NUITY LIFE INSURANCE CO. OF AMERICA AND EQUITY ANNUITY 
LIFE INSURANCE CO., WASHINGTON, D.C. 


Mr. Marsu. Mr. Chairman, my name is John D. Marsh and I speak 
on behalf of the Variable Annuity Life Insurance Co. of America 
and the Equity Annuity Life Insurance Co., both of the District of 
Columbia. 

I am chairman of the executive committee of the Variable An- 
nuity Life Insurance Co. of America, a life insurance company or- 
ganized in the District of Columbia in 1955 under the Life Insur- 
ance Act of the District of Columbia. In supporting this bill I have 
also been authorized to speak for the Equity Annuity Life Insurance 
Co. which was also organized under the Life Insurance Act of the 
District of Columbia. Both of these companies are presently engaged 
in writing life insurance and variable annuities. 

I have prepared a detailed formal statement which sets forth the 
urposes and objectives of House bill 10964 and urges its enactment, 
ut rather than read that statement and in order to save the time of 

this committee, I would like to file that statement for the record and 
request the permission of the committee to make a brief oral statement 
outlining the position of both companies with respect to this bill. 

Chairman Matruews. Mr. Marsh, I would appreciate it, and also 
for our own information could you still just give us a simple explana- 
tion of the bill. It would be very helpful to me, and I know it would 
be to our chairman too. 

Mr. Marsu. All right, sir. 

The variable annuity is a contract which provides for payments over 
the lifetime of a person or persons where the dollar amount of these 
payments vary in accordance with the investment experience of the 
issuing company. The company invests the annuitant’s premium pay- 
ments in equity type securities in order that the annuitant’s income 
may reflect the economic growth of the country and give him a greater 
protection against the erosion of the purchasing power of the dollar. 

There is a public demand and a “song social purpose for contracts 
of this type to help solve the problem of declining purchasing power 


of annuity payments being received by an ever-increasing number of 
older people. In 1952 the college teachers attacked the problem 
through their College Retirement Equities Fund. Less than 2 years 
ago the State of Wisconsin installed a variable annuity plan for State 
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employees. The Tennessee Valley Authority recently established a 
variable annuity plan for its employees. Since the inception of the 
teachers’ plan, large companies like Boeing Aircraft, General Tire & 
Rubber, Long Island Lighting, General Foods—just to name a few— 
have established such plans. The individual and small employers 
must look to life insurance companies to solve this problem. 

The bill before the committee would extend the regulatory author- 
ity of the Superintendent of Insurance of the District of Columbia 
by authorizing him to require that life insurance companies incorpo- 
rated in the District of Columbia, and which issue variable annuity 
contracts, must establish a separate account into which the premiums 
from the variable annuity contracts would be paid. These assets 
would be kept segregated from the other assets of the life insurance 
company. ‘The company would be required to maintain adequate 
mortality reserves for the variable annuity policies similar to the 
requirements now applicable to life insurance policies and fixed dollar 
annuities. The bill also has the collateral purpose of simplifying and 
facilitating regulation of these contracts by the Securities and Ex- 
change Commission as well as by the Superintendent of Insurance for 
the District of Columbia. Dual or concurrent regulation by the SEC 
and by the insurance departments of the several States resulted from 
a recent decision of the U.S. Supreme Court in the case of Securities 
and Eauchange Commission v. Variable Annuity Life Insurance Co., 
359 U.S. 65. 

Finally, the bill would broaden the scope of the company’s equity 
investments and enable it to be more selective as to quality. Under 
present law no more than 1 percent of a life insurance company’s assets 
may be invested in the stock of any one company and no more than 
2 percent in the bonds of any one company. The bill would add an 
additional 2 percent in each category with respect to the separate 
account involving premium received from variable annuity contracts. 
This recognizes that the basic purpose underlying the variable annuity 
is for the company to invest the greater portion of its premiums from 
such contracts in equities rather than in fixed dollar media. 

In conclusion may I say that my company as well as the Equity 
Annuity Life Insurance Co. supports House bill 10964 for the reason 
that it will give to the Insurance Superintendent of the District of 
Columbia the requisite authority to satisfy himself that the condi- 
tions or methods of operation in connection with the issuance of con- 
tracts on a variable basis would not be such as would render the opera- 
tion of any insurance company doing business in the District of 
Columbia hazardous to the public or the policyholders in the Dis- 
trict of Columbia. I believe that the regulatory powers conferred 
upon the Department of Insurance under existing laws and the addi- 
tional powers as contemplated in House bill 10964 are broad enough 
and comprehensive enough to assure this protection to the public 
interest. 

(The prepared statement of John D. Marsh is as follows :) 


STATEMENT OF JOHN D. MARSH IN BEHALF OF THE VARIABLE ANNUITY LIFE 
INSURANCE Co. OF AMERICA AND THE EQuity ANNUITY LIFE INSURANCE Co. 


My name is John D. Marsh. I am chairman of the executive committee of the 
Variable Annuity Life Insurance Co, and I have been authorized to also speak 
for the Equity Annuity Life Insurance Co. Both companies were organized 
under the laws of the District of Columbia. 


53437—60——3 
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I am very pleased to have this opportunity to come before your committee in 
support of the recommendations for changes in the Life Insurance Act of the 
District of Columbia as contained in H.R. 10964 introduced by Representative 
MeMillan on March 9, 1960. 

The Life Insurance Act of the District of Columbia represents legislation of 
long standing, of clear purpose, and of great value, and in the insurance indus- 
try it is generally recognized that the insurance laws of the District of Colum- 
bia are of the highest standards, particularly the administration of these laws 
by the Superintendent of Insurance. It has proved to be an excellent statute and 
the insurance companies which operate under it represent a very important 
segment of the insurance industry in the United States. With a law of this 
kind, however, it is natural and inevitable that changing conditions and the 
public interest may require amendments and additions. It is my purpose in this 
statement to assess these changing conditions and to cite the need for this 
legislation in the public interest. 

First as to changing conditions: The life insurance industry has, for many 
years, furnished the American public with the protection they need against the 
vicissitudes of life. Insurance provides the individual through his own initia- 
tive and because of his own self-respect and self-reliance the opportunity to 
protect himself and his family. The great pooling and redistribution system 
which is private insurance has the means readily at hand, and the responsibility, 
to meet any new demands for protection as they arise. 

It is part of that responsibility to extend and modernize our service in the 
annuity field—a field which has traditionally represented one of the great public 
service functions of the life insurance industry. It would hardly seem necessary 
for me to spend much time here attempting to prove that the public urgently 
needs a new economic weapon—a means of retirement programing that will 
afford them an opportunity to participate in the economic growth of the coun- 
try and to protect themselves against the constant erosion of the purchasing 
power of the dollar and a means of providing them with a lifetime income that 
will respond to changes in the cost of living. 

The ccnstant quest for better ways to accomplish retirement objectives stems 
from the fact that the early traditional plans had one basic flaw: They pro- 
vided fixed benefits which rapidly became inadequate under the impact of infla- 
tion. The variable annuity is an attempt to correct this situation, since the 
purpose of the variable annuity is not only to guarantee retiring persons an 
income for life, but to protect their income against a diminishing purchasing 
power caused by rising prices. 

The difference between variable annuities and fixed dollar annuities was 
recently described in the report of the Senate Finance Committee on the Life 
Insurance Income Tax Act of 1955 (S. Rept. 291, 86th Cong., 1st sess.) : 

“Variable annuities differ from the ordinary or fixed dollar annuities in that 
the annuity benefits payable under the variable annuity vary with the insur- 
ance company’s overall investment experience. The fixed dollar annuity, on 
the other hand, guarantees the payment of a specified amount irrespective of 
the actual investment earnings. Both the fixed dollar annuities and the vari- 
able annuities, however, are based upon the principle of paying out either 
specified amounts or specified units with values which vary with investment 
experience, over the life of each member of an annuitant group. Thus in both 
cases the insurance company bears the mortality risk. In view of this, your 
committee believes variable annuities should in general be treated like other 
annuities for tax purposes.” 

The variable annuity principle represents a development within the insurance 
industry which is necessary to adequate retirement programing. As part of 
this development, the Variable Annuity Life Insurance Co. and the Equity Life 
Insurance (o., both organized under the laws of the District of Columbia, are 
now issuing variable annuity contracts to the general public pursuant to 
certificates of authority issued under the Life Insurance Act of the District of 
Columbia. 

A year after the first company began to operate, the Securities and Exchange 
Commission petitioned to have-these contracts and these companies, Variable 
Annuity Life Insurance Co. of America and Equity Annuity Life Insurance Co., 
register under the Securities Act of 1933 and the Investment Company Act of 
1940. Both the U.S. District Court for the District of Columbia and the U.S. 
Court of Appeals for the District of Columbia Circuit denied relief on the ground 
that compliance with these acts was unnecessary because the operation of 
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these companies was subject to the detailed regulation of the insurance de 
partments. Congress in enacting Public Law 15 provided that the regulation 
of insurance should be a function of the various States and the District of 
Columbia. The Supreme Court, however, on March 23, 1959, in a five-to-four 
decision reversed these decisions and held that variable annuities were “se 
curities” within the broad definition of that term in the Securities Act of 1933; 
that the exceptions usually applicable to insurance contracts in that act were 
inapplicable and hence that registration of variable annuities was necessary 
before they could be offered to the public. The Court also held that com- 
panies issuing variable annuities were required to register with the Com- 
mission under the Investment Company Act of 1940. Securities and Hachange 
Commission v. Variable Annuity Life Ins. Co., 359 U.S. 65. 

The Court’s several opinions in that case make it quite clear that the result 
of its decision is dual or concurrent regulation of variable annuity companies 
issuing contracts of this type, by the SEC and by the insurance commissioners 
of the several States. The staff of the SEC responsible for the administration of 
the Securities and Investment Company Acts recognizes that this is the necessary 
result of the Supreme Court’s decision. At a June 11, 1959, meeting of the 
executive committee of the National Association of Insurance Commissioners, 
senior staff representatives acknowledged that the SEC and State insurance 
authorities will exercise concurrent jurisdiction over life insurance companies 
issuing variable annuities. The Superintendent of Insurance will thus continue 
to exercise the jurisdiction that he already has been exercising over the issu- 
ance and sale of variable annuities, but in addition the SEC will also exercise 
concurrent jurisdiction over their investment aspects. 

As was recognized in at least one of the Court’s opinions, strict, technical 
compliance by companies writing variable annuities with every provision of the 
Investment Company Act is probably impossible and the Commission has broad 
dispensing powers to provide exemptions from the act or parts of it. Shortly 
after the decision of the Supreme Court applications were filed by Variable An- 
nuity Life Insurance Co. of America and Equity Life Insurance Co. for certain 
exemptions from the provisions of the Investment Company Act. The Com- 
mission has not yet acted upon these applications. 

In the course of the proceedings, however, it became clear that the Commis- 
sion was concerned with the possibility that the assets of a life insurance com- 
pany writing variable annuities which were derived from payments by such 
annuitants (after deduction of the amounts provided by the contract) might be 
subjected to claims ensuing from the sale of its conventional life policies and 
from adverse mortality among the variable annuitants themselves. 

Further, the SEC staff recognized that establishment of separate accounts by 
life companies issuing variable annuities would simplify the problem of dual 
regulations, however, the Superintendent of Insurance has been of the view that 
separate accounts are not authorized by District of Columbia life insurance law. 

This bill adds a section to the Life Insurance Act of the District of Columbia 
(sec. 35-501 et seq. of the District of Columbia Code, 1951 ed.) and also makes 
a minor amendment to one of the existing sections of the act (ch. III, sec. 35, 
subsecs. (7), (9), and (10), District of Columbia Code, 1951 ed., sec. 35-535). 

The principal purpose is to require life insurance companies incorporated in 
the District of Columbia to establish a separate account or accounts in connection 
with the recently developed contracts providing for payments which vary directly 
according to investment experience, to give the Superintendent of Insurance more 
detailed authority to regulate such separate accounts, and also to give him 
authority to refuse to allow any life insurance company whether or not incor- 
porated in the District of Columbia to issue variable contracts if he believes 
that the company does not satisfy the tests laid down in the bill. 

A collateral purpose is to simplify and facilitate regulation both of the Se- 
curities and Exchange Commission and the Superintendent of Insurance with 
respect to life insurance companies issuing contracts providing for payments 
which vary with investment experience. 

Section 41(a) of the proposed bill provides for separate accounts and is 
intended to guard against their impairment. It provides that every domestic 
life insurance company which issues contracts where the payments vary accord- 
ing to investment experience shall establish one or more separate accounts, as 
directed by the Superintendent of Insurance and that all amounts received 
by the company from the sale of variable contracts, after deductions provided 
by the policies, shall be added to such separate account or accounts. It pro- 
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vides also that the assets in such separate account shall not be chargeable with 
any liabilities growing out of any other business that the company may conduct. 

Since the mortality risk is assumed by the company rather than the variable 
eontract holders, section 41(a) goes on to provide that additions or withdrawals 
shall be made by the company to or from the separate account as mortality 
experience varies from the assumptions made in determining the amounts that 
the company is obligated to pay under the variable contracts. The company 
is required at all times to keep sufficient assets in the separate account to meet 
all of its obligations to make the required payments under applicable contracts. 

Section 41(b) provides that a foreign or alien life insurance company may be 
authorized to do business in the District and to issue contracts which vary 
according to investment experience only if it is authorized to do so under the 
laws of its domicile. 

Section 41(c) permits the Superintendent of Insurance to refuse to allow a life 
insurance company, whether organized under the laws of the District of Co- 
lumbia or elsewhere, to issue or deliver contracts in the District which vary di- 
rectly according to investment experience, if he believes that the condition of 
the company and its method of operation in connection with the issuance of such 
contracts may render its operations hazardous to the public or to its policy- 
holders in the District. The Superintendent is also authorized to consider, in de- 
termining the qualifications of a company to issue such contracts in the District, 
such things as the history of the company, the character and responsibility of 
its officers and directors, and in the case of a company incorporated outside the 
District, whether the regulation provided by the laws of its domicile affords a 
degree of protection to policyholders and the public substantially equal to that 
provided by the laws and regulations in force in the District of Columbia. 

Section 41(d) provides that every life-insurance company which issues con- 
tracts which vary according to investment experience in the District of Colum- 
bia shall file with the Superintendent, in addition to the annual statement re- 
quired by section 35—407 of the District of Columbia Code, such other periodic 
and special reports as the Superintendent may prescribe. 

Section 41(e) limits the applicability of this section to contracts which vary 
according to investment experience. In this connection it might be noted that 
the provsions of the Life Insurance Act generally are applicable to companies 
writing variable contracts as well as to companies writing ordinary life insur- 
ance and other forms of fixed dollar contracts and that these provisions, except 
as they may be obviously inapplicable, must be complied with by companies that 
issue contracts which vary according to investment experience. Certain provi- 
sions of the Life Insurance Act refer particularly to participating contracts. 
There are certain similarities between variable contracts and participating con- 
tracts and under one possible interpretation it might be said that a variable 
contract is a form of participating contract. In fact, however, the variable con- 
tract is a different kind of policy from the fixed dollar contract, whether par- 
ticipating or not, and requires to some extent a different kind of regulation. 
For this reason the Superintendent is given authority, by section 41(f) to issue 
whatever reasonable rules and regulations may be necessary to carry out the 
purpose of this section. 

Section 41(g) deals with a separate problem. Ordinary life-insurance com- 
panies have most of their assets invested in fixed-income securities even though 
there is no statutory limitation in the Life Insurance Act restricting the portion 
of their assets that may be invested in common stocks or similar equity securities. 
The assets attributable to the variable contract business of a life-insurance com- 
pany, on the other hand, are expected by its policyholders to be invested to a 
much larger degree in equity-type securities since the central purpose of the 
variable contract is to provide payments which vary with the investment ex- 
perience of the company and which, it is hoped, will eliminate the disadvantage 
of reduced purchasing power in a period of continuing inflation. Section 35 of 
chapter III, as amended (sec. 35-535 of the District of Columbia Code) now 
imposes a number of carefully prescribed limitations upon the manner in 
which life companies incorporated in the District may invest their assets. All 
of these limitations will be applicable to life-insurance companies writing con- 
tracts which vary according to investment experience with the exception of the 
changes made by section 41(g) of this bill. 

Among the limitations imposed by section 35 are those which restrict the life- 
insurance company from investing more than 2 percent of its admitted assets 
in any one issue of the bonds or other evidences of indebtedness of any single 
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corporation, from investing more than 1 percent of its admitted assets in any 
one issue of the preferred stock of any single corporation and from investing 
more than 1 percent of its admitted assets in the common stock of any one 
corporation. 

As mentioned above, these limitations are not troublesome in an ordinary 
life insurance company since as a matter of company policy only a small por- 
tion of its assets will be invested in securities of this kind. The company issuing 
variable contracts, however, may wish to invest substantially all of its assets 
attributable to such contracts in common stocks and in such case these limita- 
tions are likely to impose an unreasonable restriction upon the company in its 
effort to secure the best investment results in the interest of its policyholders. 

A 1-percent limitation means that a company issuing variable contracts and 
investing only in common stocks will be forced to maintain an unusually large 
portfolio. Even if it could divide its assets with precise equality this would 
mean investing in the common stocks of 100 separate companies. In actual 
practice a precise division of this kind is not possible and the number of invest- 
ments is much more likely to be 200 or more. The quality of equity-type invest- 
ment, of course, varies quite widely between corporation and stock issues. For 
this reason there are many successful investment companies which maintain 
a portfolio consisting of not more than 50 issues. In this way they are able to 
concentrate on what they consider the highest quality investments and to pass 
on the benefits of this investment policy to their contract holders. A 1-percent 
limitation means that even though an investment may be of the highest quality 
and may meet all of the stringent tests prescribed by the Life Insurance Act, a 
life insurance company issuing variable contracts will not be able to obtain for 
itself what it considers an adequate measure of such an investment. 

To meet this problem section 41(g) provides that a life company issuing 
variable contracts may invest an additional 2 percent of the assets held by it 
in such separate accounts in the common stock of any single corporation. This 
will substantially reduce the number of issues in which a life company main- 
taining separate accounts must invest and accordingly will go a long way 
toward solving the problem. 

Corresponding changes are made by section 41(g) to the percentage limita- 
tions now imposed upon investment in any one issue of the bonds or preferred 
stocks of any single corporation. The present 2-percent limitation with respect 
to bonds is enlarged to include an additional 2 percent of the assets held by 
a company in its separate variable contract accounts, and the present 1-percent 
limitation in the case of preferred stocks is similarly enlarged. 

Finally, may I say these companies support H.R. 10964 for the reason that it 
will give to the Insurance Superintendent of the District of Columbia the 
requisite authority to satisfy himself that the conditions or methods of opera- 
tion in connection with the issuance of contracts on a variable basis will not 
be such as would render the operation of any insurance company doing business 
in the District of Columbia hazardous to the public or the policyholders in the 
District of Columbia. I beliéve that the regulatory powers conferred upon 
the Department of Insurance under existing laws and the additional powers as 
contemplated in House bill.10964 are broad enough and comprehensive enough 
to assure this protection in the public interest. 


Chairman Marruews. Thank you, Mr. Marsh. 

As I understand it, this bill would give you, you might say, a little 
more flexibility according to the tempo of the time; but at the same 
time you would not be rid of any of the appropriate regulations and 
any of the existing authority to control these ope ations? 

Mr. Marsu. That is correct, sir. That is a good summary. 

Chairman Marruews. Mr. McMillan. 

Mr. McMitxan. Is H.R. 10964 in its present form satisfactory to 
you, Mr. Marsh, and to Mr. Earnest? 

Mr. Marsu. Yes, sir. 

Mr. McMit1an. Without amendment? 

Mr. Marsn. Yes, sir. 

Mr. McMitxian. Do you know of any opposition from any other 
source / 
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Mr. Marsu. No; I don’t know of any. 

Mr. McMiuian. I haven’t heard of any. I didn’t know if there was 
any complaint from the other insurance companies. 

Chairman Marruews. Thank you, Mr. Chairman. 

Mrs. Weis? 

Mrs. Weis. Well, I am late. 

Chairman Marruews. This charming lady is one of the most faith- 
ful members of this committee. Weare talking about H.R. 10964. 

All right, Mr. Marsh, thank you very much. We are very pleased 
to have had you with us. 

Now could we have Mr. Irving Bryan of the Office of the Corpora- 
tion Counsel. Is he here this morning ? 


STATEMENT OF IRVING BRYAN, OFFICE OF THE CORPORATION 
COUNSEL 

Mr. Bryan. Yes, sir. 

Chairman Matruews. Mr. Bryan, we would appreciate your mak- 
ing a statement if you will. 

Mr. Bryan. Mr. Chairman, H.R. 10964 was introduced at the re- 
quest of the Commissioners. Naturally, they are in favor of it. I 
haven’t anything further to add. 

Chairman Marruews. That is fine. Thank you very much, sir. 

As I understand it, the Commissioners are in favor of H.R. 10964? 

Mr. Bryan. Yes, sir. 

Chairman Matrnews. Now do we have any other witnesses either 
for or against this legislation ? 

Yes, will you state your name, please ? 


STATEMENT OF RICHARD J. CONGLETON, GENERAL ATTORNEY, 
PRUDENTIAL INSURANCE CO. OF AMERICA, NEWARK, N.J. 


Mr. Coneteton. Mr. Chairman, my name is Richard J. Congleton, 
C-o-n-g-l-e-t-o-n, general attorney of the Prudential Insurance Co. 
of America with home offices in Newark, N.J. 

We would just like to register our support of H.R. 10964 and tell 
you that we have obtained similar legislation in the State of New Jer- 
sey which will allow the Prudential to carry on this same kind of 
business. 

Chairman Matruews. Thank you, sir. 

Are there any questions? 

(No response. ) 

Chairman Matrnews. Is Mr. Jordan, our Insurance Commissioner, 
here this morning? 

Would you care to make a statement, Mr. Jordan ? 


STATEMENT OF ALBERT F. JORDAN, SUPERINTENDENT, DISTRICT 
OF COLUMBIA DEPARTMENT OF INSURANCE 


Mr. Jorpan. Mr. Chairman, I have no prepared statement. I think 
I might say that the Commissioners requested this bill to be intro- 
dient at_ my suggestion. We are faced with the fact, Mr. Chair- 
man, that the business is now being written. It is not a question of 
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whether it should be written or should not be written. It is being 
written pursuant to existing law. ; 

The probability is that in the future this business will greatly ex- 
pand. Undoubtedly, at some time in the future we may need some 
additional and more detailed legislation. When and if that time 
comes, we will very respectfully come before your committee and ask 
for it. 

At the present time we have a very simple bill giving such au- 
thority as we think is now needed for the appropriate regulation of 
this business, and we respectfully urge that the committee favorably 
receive it. 

That is all I have to say. 

Chairman Marrnews. Thank you, Mr. Jordan. 

Mrs. Weis, do you have anything ? 

Mrs. Weis. No. 

Chairman Marruews. Thank you. 

If there is no other witness now to appear either for or against 
H.R. 10964 we will go to the next item of business. 

( No response. ) 

(At 10:30 a.m., March 17, 1960, the committee began hearing on 
H.R. 10684.) 

(The Honorable John L. McMillan, chairman of the Committee on 
the District of Columbia, filed the following statement on H.R. 
10964.) 


STATEMENT OF Hon. JOHN L. MCMILLAN, CHAIRMAN OF THE COMMITTEE ON THE 
DISTRICT OF COLUMBIA 


EXPLANATION OF SEPARATE ACCOUNTS BILL 


This bill adds a section to the Life Insurance Act of the District of Columbia 
(sec. 35-501 et seq. of the D.C. Code, 1951 ed.) and also makes a minor amend- 
ment to one of the existing sections of the act (ch. III, sec. 35, subsee. (7), (9), 
and (10), D.C. Code, 1951 ed., sec. 35-535). 

The principal purpose is to require life insurance companies incorporated 
in the District of Columbia to establish a separate account or accounts in con- 
nection with the recently developed contracts providing for payments which vary 
directly according to investment experience, to give the Superintendent of In- 
surance more detailed authority to regulate such separate accounts and also to 
give him authority to refuse to allow any life insurance company whether or 
not incorporated in the District of Columbia to issue variable contracts if he 
believes that the company does not satisfy the tests laid down in the bill. 

A collateral purpose is to simplify and facilitate regulation both of the Securi- 
ties and Exchange Commission and the Superintendent of Insurance with re- 
spect to life insurance companies issuing contracts providing for payments 
which vary with investment experience. 

The difference between variable annuities and fixed dollar annuities was re- 
cently described in the report of the Senate Finance Committee on the Life In- 
surance Income Tax Act of 1959 (S. Rept. No. 291, 86th Cong., 1st sess.) : 

“Variable annuities differ from the ordinary or fixed dollar annuities in that 
the annuity benefits payable under the variable annuity vary with the insurance 
company’s overall investment experience. The fixed dollar annuity, on the 
other hand, guarantees the payment of a specified amount irrespective of the 
actual investment earnings. Both the fixed dollar annuities and the variable 
annuities, however, are based upon the principle of paying out either specified 
amounts or specified units with values which vary with investment experience, 
over the life of each member of an annuitant group. Thus in both cases the 
insurance company bears the mortality risk. In view of this your committee 
believes variable annuities should in general be treated like other annuities: for 
tax purposes.” 
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As has previously been reported to the Congress (annual reports of the Board 
of Commissioner of the District of Columbia for the years 1956 at pp. 43-44 and 
1958 at p. 35) two companies that are issuing variable annuities have been or- 
ganized in the District of Columbia and were issued certificates of authority 
under the Life Insurance Act. Shortly after they began to operate, the Securi- 
ties and Exchange Commission instituted an action to enjoin these companies, 
Variable Annuity Life Insurance Co. of America and Equity Annuity Life In- 
surance Co., from offering their annuity contracts to the public without register- 
ing them under the Securities Act of 1933 and complying with the Investment 
Company Act of 1940. Both the U.S. District Court for the District of Columbia 
and the U.S. Court of Appeals for the District of Columbia Circuit denied relief 
on the ground that compliance with these acts was unnecessary. The Supreme 
Court, however, on March 23, 1959, in a 5-to-4 decision reversed these decisions 
and held that variable annuities were “securities” within the broad definition 
of that term in the Securities Act of 1933, that none of the exceptions in that 
act were applicable and hence that registration of variable annuities was neces- 
sary before they could be offered to the public. The Court also held that com- 
panies issuing variable annuities were required to register with the Commission 
under the Investment Company Act of 1940. Securities and Fachange Commis- 
sion v. Variable Annuity Life Insurance Co., 359 U.S. 65. 

The Court’s several opinions in that case make it quite clear that the result 
of its decision is dual or concurrent regulation of variable annuity companies 
issuing contracts of this type, by the SEC and by the insurance commissioners 
of the several States. The staff of the SEC responsible for the administration 
of the Securities and Investment Company Acts recognizes that this is the 
necessary result of the Supreme Court’s decision. At a June 11, 1959, meeting 
of the executive committee of the National Association of Insurance Commis- 
sioners, senior staff representatives acknowledged that the SEC and State 
insurance authorities will exercise concurrent jurisdiction over life insurance 
companies issuing variable annuities. The Superintendent of Insurance will 
thus continue to exercise the jurisdiction that he already has been exercising 
over the issuance and sale of variable annuities. 

As was recognized in at least one of the Court’s opinions, strict, technical 
compliance by companies writing variable annuities with every provision of the 
Investment Company Act is probably impossible and the Commission has “broad 
dispensing powers” to provide exemptions from the act or parts of it. Shortly 
after the decision of the Supreme Court applications were filed by Variable 
Annuity Life Insurance Co. of America and Equity Life Insurance Co. for 
certain exemptions from the provisions of the Investment Company Act. The 
Commission has not yet acted upon these applications. 

In the course of the proceedings, however, it became clear that the Commis- 
sion was concerned with the possibility that the assets of a life insurance 
company writing variable annuities which were derived from payments by such 
annuitants (after deduction of the amounts provided by the contract) might be 
subjected to claims ensuing from the sale of its conventional life policies and 
from adverse mortality among the variable annuitants themselves. 

Further, the SEC staff recognized that establishment of separate accounts by 
life companies issuing variable annuities would simplify the problem of dual 
regulation, however, the Superintendent of Insurance has been of the view 
that separate accounts are not authorized by the District of Columbia life insur- 
ance law. 

Section 41(a) of the proposed bill provides for separate accounts and is in- 
tended to guard against their impairment. It provides that every domestic life 
insurance company which issues contracts where the payments vary according 
to investment experience shall establish one or more separate accounts, as 
directed by the Superintendent of Insurance and that all amounts received by 
the company from the sale of variable contracts, after deductions provided by 
the policies, shall be added to such separate account or accounts. It provides 
also that the assets in such separate account shall not be chargeable with any 
liabilities growing out of any other business that the company may conduct. 

Since the mortality risk is assumed by the company rather than the variable 
contract holders, section 41(a) goes on to provide that additions or withdrawals 
shall be made by the company to or from the separate account as mortality 
experience varies from the assumptions made in determining the amounts that 
the company is obligated to pay under the variable contracts. The company 
is required at all times to keep sufficient assets in the separate account to meet 
all of its obligations to make the required payments under applicable contracts. 
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Section 41(b) provides that a foreign or alien life insurance company may be 
authorized to do business in the District and to issue contracts which vary 
according to investment experience only if it is authorized to do so under the 
laws of its domicile. 

Section 41(c) permits the Superintendent of Insurance to refuse to allow a 
life insurance company, whether organized under the laws of the District of 
Columbia or elsewhere, to issue or deliver contracts in the District which vary 
directly according to investment experience, if he believes that the condition of 
the company and its method of operation in connection with the issuance of such 
contracts may render its operations hazardous to the public or to its policy- 
holders in the District. The Superintendent is also authorized to consider, in 
determining the qualifications of a company to issue such contracts in the 
District, such things as the history of the company, the character and responsi- 
bility of its officers and directors and, in the case of a company incorporated 
outside the District, whether the regulation provided by the laws of its domicile 
affords a degree of protection to policyholders and the public substantially equal 
to that provided by the laws and regulations in force in the District of Columbia. 

Section 41(d) provides that every life insurance company which issues con- 
tracts which vary according to investment experience in the District of Columbia 
shall file with the Superintendent, in addition to the annual stat ment required 
by sections 35-407 of the District of Columbia Code, such other periodic and 
special reports as the Superintendent may prescribe. 

Section 41(e) limits the applicability of this section to contracts which vary 
according to investment experience. In this connection it might be noted that 
the provisions of the Life Insurance Act generally are applicable to companies 
writing variable contracts as well as to companies writing ordinary life insur- 
ance and other forms of fixed dollar contracts and that these provisions, except 
as they may be obviously inapplicable, must be complied with by companies 
that issue contracts which vary according to investment experience. Certain 
provisions of the Life Insurance Act refer particularly to participating con- 
tracts. There are certain similarities between variable contracts and partici- 
pating contracts and under one possible interpretation it might be said that a 
variable contract is a form of participating contract. In fact, however, the 
variable contract is a different kind of policy from the fixed dollar contract, 
whether participating or not, and requires to some extent a different kind of 
regulation. For this reason the Superintendent is given authority, by section 
41(f) to issue whatever reasonable rules and regulations may be necessary to 
carry out the purpose of this section. 

Section 41(g) deals with a separate problem. Ordinary life insurance com- 
panies have most of their assets invested in fixed income securities even though 
there is no statutory limitation in the Life Insurance Act restricting the portion 
of their assets that may be invested in common stocks or similar equity secu- 
rities. The assets attributable to the variable contract business of a life 
insurance company, on the other hand, are expected by its policyholders to be 
invested to a much larger degree in equity type securities since the central 
purpose of the variable contract is to provide payments which vary with the 
investment experience of the company and which, it is hoped, will eliminate 
the disadvantage of reduced purchasing power in a period of continuing inflation. 
Section 35 of chapter III, as amended (sec. 35-535 of the District of Columbia 
Code) now imposes a number of carefully prescribed limitations upon the 
manner in which life companies incorporated in the District may invest their 
assets. All of these limitations will be applicable to life insurance companies 
writing contracts which vary according to investment experience with the excep- 
tion of the changes made by section 41(g) of this bill. 

Among the limitations imposed by section 35 are those which restrict the 
life insurance company from investing more than 2 percent of its admitted assets 
in any one issue of the bonds or other evidence of indebtedness of any single 
corporation, from investing more than 1 percent of its admitted assets in any 
one issue of the preferred stock of any single corporation and from investing 
more than 1 percent of its admitted assets in the common stock of any one 
corporation. 

As mentioned above, these limitations are not troublesome to an ordinary life 
insurance company since as a matter of company policy only a small portion of 
its assets will be invested in securities of this kind. The company issuing 
variable contracts, however, may wish to invest substantially all of its assets 
attributable to such contracts in common stocks and in such case these limitations 
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are likely to impose an unreasonable restriction upon the company in its effort 
to secure the best investment results in the interest of its policyholders. 

A 1-percent limitation means that a company issuing variable contracts and 
investing only in common stocks will be forced to maintain an unusually large 
portfolio. Even if it could divide its assets with precise equality this would 
mean investing in the common stocks of 100 separate companies. In actual 
practice a precise division of this kind is not possible and the number of invest- 
ments is much more likely to be 200 or more. The quality of equity type invest- 
ments, of course, varies quite widely between corporations and stock issues. 
For this reason there are many successful investment companies which maintain 
a portfolio consisting of not more than 50 issues. In this way they are able 
to concentrate on what they consider the highest quality investments and to 
pass on the benefits of this investment policy to their contract holders. A 1- 
percent limitation means that even though an investment may be of the highest 
quality and may meet all of the stringent tests prescribed by the Life Insurance 
Act, a life insurance company issuing variable contracts will not be able to 
obtain for itself what it considers an adequate measure of such an investment. 

To meet this problem section 41(g) provides that a life company issuing 
variable contracts may invest an additional 2 percent of the assets held by it 
in such separate accounts in the common stock of any single corporation. This 
will substantially reduce the number of issues in which a life company main- 
taining separate accounts must invest and accordingly will go a long way toward 
solving the problem. 

Corresponding changes are made by section 41(g) to the percentage limitations 
now imposed upon investment in any one issue of the bonds or preferred stocks 
of any single corporation. The present 2-percent limitation with respect to 
bonds is enlarged to include an additional 2 percent of the assets held by a 
company in its separate variable contract accounts, and the present 1-percent 
limitation in the case of preferred stocks is similarly enlarged. 


H.R. 10684: A BILL TO AMEND SECTIONS 1 AND 5B OF THE 
LIFE INSURANCE ACT FOR THE DISTRICT OF COLUMBIA 


Chairman Marrnews. We will go now to H.R. 10684 which was 
introduced by myself. I introduced this bill at the request of five of 
our insurance companies in the District—A bill to amend sections 1 
and 5b of the Life Insurance Act for the District of Columbia. 

So, we shall proceed now to have testimony concerning H.R. 10684, 
and without objection I would like to have a copy of this bill filed 
for the record at this point. 


(H.R. 10684, 86th Cong., 2d sess.] 
A BILL To amend sections 1 and 5b of the Life Insurance Act for the District of Columbia 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) subparagraph (i) of paragraph (1) 
of subsection (c) of section 1 of chapter V of the Life Insurance Act (D.C. Code, 
section 35-701(c) (1) (i) ) is amended to read as follows: 

“(i) For all ordinary policies of life insurance issued on the standard basis, 
excluding any disability and accidental death benefits in such policies, the 
Commissioners 1941 standard ordinary mortality table for such policies issued 
prior to the operative date of the last paragraph of section 5b(d) of this chapter, 
and the Commissioners 1958 standard ordinary mortality table for such policies 
issued on or after such operative date; provided that for any category of such 
policies issued on female risks all modified net premiums and present values 
referred to in this section may be calculated according to an age not more 
than three years younger than the actual age of the insured.” 

(b) Clause (B) of paragraph (2) of such subsection (D.C. Code, see. 35- 
701({c) (2)(B)) is amended to read as follows: 

“(B) A net one-year term premium for such benefits provided for in the 
first policy year. 

“Reserves according to the Commissioners reserve valuation method for (i) 
life-insurance policies providing for a varying amount of insurance or requiring 
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the payment of varying premiums, (ii) annuity and pure endowment contracts, 
(iii) disability and accidental death benefits in all policies and contracts, and 
(iv) all other benefits, except life insurance and endowment benefits in life- 
insurance policies, shall be calculated by a method consistent with the principles 
of this paragraph (2), except that any extra premiums charged because of 
impairments or special hazards shall be disregarded in the determination of 
modified net premiums.” 

Sec. 2. (a) Subsection (d) of section 5b of chapter V of the Life Insurance 
Act (D.C. Code, sec. 35-705b(d) ) is amended to read as follows: 

“(d) The adjusted premiums for any policy referred to in subsection (a) 
shall be calculated on an annual basis and shall be such uniform percentage 
of the respective premiums specified in the policy for each policy year exclud- 
ing any extra premiums charged because of impairments or special hazards, 
that the present value, at the date of issue of the policy, of all such adjusted 
premiums shall be equal to the sum of (i) the then present value of the future 
guaranteed benefits provided for by the policy; (ii) 2 per centum of the amount 
of insurance, if the insurance be uniform in amount, or of the equivalent uni- 
form amount, as hereinafter defined, if the amount of insurance varies with 
duration of the policy; (iii) 40 per centum of the adjusted premium for the 
first policy year; (iv) 25 per centum of either the adjusted premium for the 
first policy year or the adjusted premium for a whole life policy of the same 
uniform or equivalent uniform amount with uniform premiums for the whole 
of life issued at the same age for the same amount of insurance, whichever is 
less: Provided, however, That in applying the percentages specified in (iii) 
and (iv) above, no adjusted premium shall be deemed to exceed 4 per centum 
of the amount of insurance or uniform amount equivalent thereto. 

“In the case of a policy providing an amount of insurance varying with 
duration of the policy, the equivalent uniform amount thereof for the purpose 
of this subsection shall be deemed to be the uniform amount of insurance 
provided by an otherwise similar policy, containing the same endowment 
benefit or benefits, if any, issued at the same age and for the same term, the 
amount of which does not vary with duration and the benefits under which 
have the same present value at the date of issue as the benefits under the 
policy: Provided, however, That in the case of a policy providing a varying 
amount of insurance issued on the life of a child under age ten, the equivalent 
uniform amount may be computed as though the amount of insurance provided 
by the policy prior to the attainment of age ten were the amount provided by 
such policy at age ten. 

“Except as otherwise provided in the next succeeding paragraph of this 
subsection, all adjusted premiums and present values referred to in this section 
shall for all policies of ordinary insurance be calculated on the basis of the 
Commissioners 1941 standard ordinary mortality table, provided that for any 
category of ordinary insurance issued on female risks, adjusted premiums and 
present values may be calculated according to an age not more than three years 
younger than the actual age of the insured. Such calculations for all policies 
of industrial insurance shall be made on the basis of the 1941 standard indus- 
trial mortality table. All calculations shall be made on the basis of the rate 
of interest, not exceeding 3144 per centum per annum, specified in the policy 
for calculating cash surrender values, if any, and paid-up nonforfeiture benefits: 
Provided, however, That in calculating the present value of any paid-up term 
insurance with accompanying pure endowment, if any, offered as a nonfeiture 
benefit, the rates of mortality assumed may be not more than 130 per centum 
of the rates of mortality according to such applicable table: Provided further, 
That for insurance issued on a substandard basis, the calculation of any such 
adjusted premiums and present values may be based on such other table of 
mortality as may be specified by the company and approved by the 
Superintendent. 

“In the case of ordinary policies issued on or after the operative date of this 
paragraph as defined herein, all adjusted premiums and present values referred 
to in this section shall be calculated on the basis of the Commissioners 1958 
standard ordinary mortality table and the rate of interest, not exceeding 314 
per centum per annum, specified in the policy for calculating cash surrender 
values, if any, and paid-up nonforfeiture benefits, provided that for any category 
of ordinary insurance issued on female risks, adjusted premiums and present 
values may be calculated according to an age not more than three years younger 
than the actual age of the insured: Provided, however, That in calculating the 
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present value of any paid-up term insurance with accompanying pure endow- 
ment, if any, offered as a nonforfeiture benefit, the rates of mortality assumed 
may be not more than those shown in the Commissioners 1958 extended term in- 
surance table: Provided further, That for insurance issued on a substandard 
basis, the calculation of any such adjusted premiums and present values may be 
based on such other table of mortality as may be specified by the company and 
approved by the Superintendent. After the effective date of the amendatory 
Act of 1960, any company may file with the Superintendent a written notice of 
its election to comply with the provisions of this paragraph after a specified date 
before January 1, 1966. After the filing of such notice, then upon such specified 
date (which shall be the operative date of this paragraph for such company), 
this paragraph shall become operative with respect to the ordinary policies 
thereafter issued by such company. If a company makes no such election, the 
operative date of this paragraph for such company shall be January 1, 1966,” 

(b) Clause (iv) of the second sentence of subsection (e) of such section (D.C. 
Code, sec. 35-705b(e)) is amended by striking out “decreasing”. 

(c) The last sentence of subsection (g) of such section (D.C. Code, see. 
35-705b(g)) is amended by inserting immediately before the period at the end 
thereof the following: “: Provided, however, That the operative date of the 
last paragraph of subsection (d) shall be as stated therein”. 

I think our first business will be Mr. Albert F. Jordan, our Super- 
intendent of the District of Columbia Department of Insurance. Mr. 
Jordan, I wonder if you would make us a statement on the proposed 
legislation? _It is H.R. 10684. 


STATEMENT OF ALBERT F. JORDAN, SUPERINTENDENT, DISTRICT 
OF COLUMBIA DEPARTMENT OF INSURANCE 


Mr. Jorpvan. Mr. Chairman, with respect to H.R. 10684 and the 
other bill which I understand the committee will consider this morn- 
ing 

Chairman Marruews. That is probably H.R. 10921. 

Mr. Jorpan. Yes. I should like to say this, Mr Chairman, some 
months ago representatives of some of the local insurance companies 
met with me in my office and they went. over with me in draft form 
their proposals for this legislation. We discussed the draft at con- 
siderable length, and they satisfied me that, in the first place, what 
they proposed to do was reasonable; and, secondly, that what they 
proposed to do was in their legitimate interests. 

I told them, and I will repeat for the benefit of the committee, that 
I would favor the enactment of the bill and would so state if anybody 
should ask my opinion on the subject. 

I should like to point out though that what I said then and what I 
say now is merely my own opinion, and as to these bills I cannot speak 
for the Board of Commissioners of the District of Columbia in view 
of the fact that they have expressed no opinion, The committee, of 
course, understands I am subordinate to the Commissioners and I am 
expressing only my own opinion. 

Chairman Matrrews. Thank you very much, Mr, Jordan, 

Are there any questions? t 

Mrs. Weis? 

Mrs, Weis. No questions. 

Chairman Marruews. I will ask Mr. William Simpson, second vice 
president of Acacia Mutual Life Insurance Co., if he will come for- 
ward and give us his testimony? I am glad to have you with us. 
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STATEMENT OF EDWARD J. SCHMUCK, VICE PRESIDENT AND 
GENERAL COUNSEL, ACACIA MUTUAL LIFE INSURANCE C0. 


Mr. Scumuck. Mr. Chairman, my name is Edward J. Schmuck. I 
am vice president and general counsel of Acacia Mutual Life Insur- 


ance Co., Washington, D.C. 


I wonder if, in the interest of conserving time, I might present a 
consolidated statement which will include the testimony that Mr. 
Simpson would give direct ¢ 

Chairman Marrnews. I would be delighted for you to do that, sir. 

Mr. Scumuck. Thank you, sir. In appearing here this morning, 
I am appearing on behalf of five different District of Columbia life 
insurance companies: The Acacia Mutual Life Insurance Co., Equita- 
ble Life Insurance Co., Government Employees Life Insurance Co., 
Peoples Life Insurance Co., and the United Services Life Insurance 
Co. 

Mr. Chairman, I would like to ask that the complete statement 
which has been filed with your committee appear in the record, and 
there are portions of it that I think I can skip or breakdown as I go 
along in making the presentation to you this morning. 

Chairman Marruews. We shall be delighted to do that. Without 
objection, your complete statement, which i pes will please give to the 
secretary, will be filed for the record, and then you go right ahead 
and elaborate. 

Mr. Scumuck. Thank you, sir. 


PREPARED STATEMENT OF EpwWARD J. SCHMUCK 


I am vice president and general counsel of Acacia Mutual Life Insurance Co., 
Washington, D.C. This statement in support of H.R. 10684, however, is made 
by me on behalf of the following five domestic District of Columbia life insur- 
ance companies: Acacia Mutual Life Insurance Co., Equitable Life Insurance 
Co., Government Employees Life Insurance Co., Peoples Life Insurance Co., and 
United Services Life Insurance Co. 

Inasmuch as our five companies have.a uniform position with respect to the 
pending bill, this joint presentation is made in the interest of conserving the 
time of your committee. 

The purpose of this bill is (1) to provide for the use, in connection with 
life insurance issued in the District of Columbia, of the most modern tables of 
mortality developed and recommended by the National Association of Insurance 
Commissioners, called the 1958 Commissioners’ Standard Ordinary Mortality 
(CSO) Table and the 1958 Commissioners’’ Extended Insurance (CET) Table; 
(2) to allow policies issued in the District of Columbia on female lives to give 
effect to the lower mortality on females by rating back the age of the insured 
for not more than 8 years; and (3) to make a few relatively minor corrections 
and clarifications in the so-called standard valuation and standard nonforfeiture 
provisions of the District of Columbia insurance laws. 


THE NEW MORTALITY TABLES 


In 1948 the District of Columbia enacted what is commonly called the stand- 
ard valuation and nonforfeiture legislation developed by the National Association 
of Insurance Commissioners and recommended for adoption in all of the States. 
This legislation in part required life insurance companies to use the 1941 Com- 
missioners’ Standard Ordinary Mortality (CSO) Table in developing their policy 
reserves and nonforfeiture or cash values. Over the last few years the National 
Association of Insurance Commissioners have prepared new mortality tables 
called the 1958 CSO Table and 1958 CET Table. These tables take account 
of the improvement in the life expectancy of the American. public during the 
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years since the 1941 CSO Table was developed. The National Association of 
Insurance Commissioners also drafted proposed legislation to make effective 
the use of these new tables. The tables are now authorized for use in 31 States, 
either by legislation or by insurance department ruling in a few States in which 
the departments have authority under the local laws to make new tables effective 
without additional legislation. 

The list of the 31 States in which use of these tables has been approved is 
attached as exhibit A. It is anticipated that most, if not all, of the remaining 
States will enact the proposed amendments during their 1960 legislative sessions. 
No State legislature to date has voted to reject the proposed amendments. 

The enactment of the proposed uniform legislation is in the interest of the 
insuring public because, by recognizing the improvements in mortality, the re- 
sult is to keep down the cost of life insurance. 

To put that another way, Mr. Chairman and members of the committee, if the 
new mortality tables may be used the companies.will then be in a better posi- 
tion to reduce premiums since the new tables will to a great extent reduce or 
eliminate the need for deficiency reserves which are required under current 
tables, the 1941 tables. 

In addition, prompt enactment of the legislation is desirable so that policies 
may be issued on a uniform basis, both within the District of Columbia and all 
States of the United States which enact the proposed amendments. It will be 
noted that the legislation is drafted to make use of the new mortality tables 
permissive as soon as the changes are enacted and to make their use mandatory 
after January 1, 1966. 

The changes which make effective the use of the new mortality tables are the 
basic and most important changes in the proposed bill and follow exactly the 
uniform language drafted by the committee of the National Association of In- 
surance Commissioners and adopted by the NAIC at its annual meeting in De- 
cember 1958. The new matter to cover these changes appears in the pending 
bill as follows: 

1. At page 1, beginning with the word “for” at line 10 and continuing through 
page 2, line 7. 

2. At page 4, line 15 and line 16, ending with the word “subsection,” and line 
17 beginning with the word “for” to line 18 ending with the word “insurance,” 
and line 23 beginning with the word “Such” through page 5, line 1, ending with 
the word “of.” 

3. The full paragraph beginning at page 5, line 14, and ending at page 6, 
line 19. 

4. Page 7, line 3, beginning with the word “provided” and through line 4. 


FEMALE LIVES 


It is a well-known fact that the mortality of female lives is more favorable 
than that of male lives. For many years this favorable factor affecting the cost 
of insurance to female lives was offset by the unfavorable expense factor arising 
because the size of policies sold on female lives was generally smaller than that 
on male lives. In recent years, however, as methods have been devised for di- 
rectly taking account of the size of policy by grading premiums, etc., some of 
the life insurance companies have provided that the cost of insurance to female 
lives will be reduced to reflect thet lower mortality experienced on such lives. 
This has usually taken the form of a rating back in age so as to charge the 
female life the same premium as would be charged for a male 3 years younger. 
In addition, the companies that use this method also provide that the reserves 
and cash values for such a policy will be the same as those used for a male 
3 years younger. This is permitted by the laws of all States, but is not per- 
mitted under the present law in effect in the District of Columbia. 

The proposed bill includes changes which permit the use of the “3-year 
setback” both for the present 1941 CSO Table (during any period prior to 
January 1, 1966, that a company may continue to use the 1941 CSO Table 
in connection with its life insurance policies) and also for the proposed 1958 
CSO Table. The laws of all States permit this for the currently used 1941 
CSO Table and all 31 States which have already provided for the use of 
the new 1958 CSO Table have included this 3-year setback. It is expected 
that all of the other States will permit the use of the 3-year setback when 
they pass the legislation necessary to permit the use of the 1958 table. 

Again, the changes to permit under District of Columbia law the rating 
back in age with respect to female lives follows exactly the uniform language 
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drafted by the committee of the National Association of Insurance Commis- 
sioners, prepared for and adopted by the NAIC at its annual meeting in 
December 1958. The new matter to cover these changes appears in the pend- 
ing bill as follows: i 

1. Page 2, line 3, beginning with the word “provided” and through line 7. 

2. Page 4, line 19, beginning with the word “provided” through line 23 
ending with the word “insured.” 

3. Page 5, line 21, beginning with the word “provided” through line 25 
ending with the word “insured.” 


CLARIFYING AMENDMENTS 


Experience in some States has shown that difficult questions of interpre- 
tation may arise with respect to some of the provisions, and in some instances 
because of language used in the so-called standard valuation and nonforfei- 
ture legislation. As a consequence, in a number of jurisdictions various. minor 
amendments or changes of language of the uniform legislation have been en- 
acted. In general, it may be said that these changes are clarifying rather 
than substantive. A few such deviations are in the present District of Co- 
lumbia standard valuation and nonforfeiture laws. The pending bill pro- 
poses that a few additional minor amendments be made. In each instance, 
the change proposed has been adopted by a number of States and an effort 
will be made to have the change adopted in all States. These changes are 
discussed briefly below. 

TEMPORARY EXTRA PREMIUMS 


In some instances because of a temporary special hazard or a minor tem- 
porary health impairment, a life insurance policy will be issued which calls 
for payment of a temporary extra premium for a short period, with the pre- 
mium thereafter reducing to the normal premium for the insured. In such 
instances, the policy usually states that a total premium of $X shall be due 
in the initial time period and that thereafter the premium shall be the lower 
amount of $Y for the duration of the policy. 

Under section 5b, the standard nonforfeiture law, provision is made for 
benefits for the insured such as cash values, extended term insurance and paid-up 
insurance, in the event that payment of premiums is discontinued for any 
reason after the policy has been in force for periods specified in the law. In 
the actuarial calculation of these benefits, a so-called adjusted premium is 
developed which, among other things, is required to be a uniform percentage 
of the premium specified in the policy for each policy year. It would not be 
sound nor was it contemplated under the standard nonforfeiture laws that the 
nonforfeiture benefits under a policy would increase because an extra premium 
was charged by reason of a health impairment or special hazard. 

When the standard legislation was under consideration for enactment into 
the District of Columbia Insurance Code, recognition was given to the fact that 
the language of the NAIC standard nonforfeiture law perhaps did not make it 
clear that temporary extra premiums would not enter into the calculation of 
nonforfeiture benefits, although ample authority was included in the uniform 
language to exclude these benefits when the extra premium ran for the duration 
of the policy. Therefore, it was provided in section 5b(d) that in calculating 
the adjusted premium, there would be excluded, and I quote, “amounts stated 
in the policy as extra premiums to cover impairments or special hazards.” 
While this language has created no problems in the District of Columbia, it 
has been suggested that under the practice of stating premiums in policies 
described above the extra premium is not directly stated in the policy. There- 
fore, an improvement on the language used for this exclusion in the District 
of Columbia Insurance Code has been proposed and enacted in some States. It 
is proposed to change this clause to incorporate the improved language and the 
change appears at page 3, lines 6 to 8, reading: “There shall be excluded ‘any 
extra premiums charged because of impairments or special hazards.’ ” 

The necessary corollary of the exclusion just discussed is that a temporary 
extra premium need not be taken into account in valuing (determining terminal 
reserves) the company’s outstanding policies. However, it has seemed desirable 
to the legislatures of a number of States to specifically so provide. The 
language adopted for this purpose appears in the pending bill at page 2, line 
21, beginning with the word “except” and continuing through line 24, as an 
amendment to section 1(c) (2) (b) of the present law. 
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It is our recommendation that these improvements contained in the pending 
bill be enacted. 


UNIFORM AMOUNT 


Also in section 5b(d), in the discussion of the actuarial method of calculating 
the adjusted premium to be used in determining nonforfeiture benefits, reference 
is made to insurance “uniform” in amount or of the equivalent “uniform” 
amount. Apparently through an original drafting oversight, at three places in 
this section the word “level” was substituted for the word “uniform.” There 
can be little question that these words were intended to be used with precisely 
the same meanings but it has been considered desirable to correct, and the 
legislatures of a number of States have corrected the language to eliminate the 
word “level” and substitute the word “uniform” in the three places indicated. 

These changes appear at page 3, line 24, and page 4, lines 1 and 3, of the 
pending bill. 

It is recommended that these changes be enacted. 


JUVENILE POLICIES 


The policies of many companies issued on juveniles provide a death benefit 
which increases in the early policy years. Companies issuing such graded- 
benefit policies have experienced a problem under the formula laid down in 
the second paragraph of section 5b(d) in that the definition results in minimum 
nonforfeiture values on these juvenile policies that appear to be unreasonable 
in themselves and inconsistent with those for policies issued at older ages. 
The legislatures of a number of States, having considered this problem, have 
enacted an additional provision in this formula correcting this result as to 
policies issued under age 10. The correction has the effect of providing more 
reasonable nonforfeiture values for policies issued at those juvenile ages under 
which the death benefit is graded upward during the early years. 

The language for this correction appears at page 4, lines 9 through 14. It 
is recommended that this amendment be enacted. 


TERM INSURANCE RIDERS 


Section 5b(e) (iv) of the present law specifically provides that additional 
nontorfeiture values are not required by reason of inclusion in a life insurance 
policy of a decreasing term insurance benefit which is provided for in a rider 
or supplemental policy provision if no nonforfeiture values are required when 
the same benefit is issued as a separate policy. This provision is sound and 
consistent in treatment between such term insurance benefits, whether provided 
by separate policy, on the one hand, or by a rider to another policy. 

Many companies, in addition to issuing decreasing term insurance riders, 
issue riders which provide a level term insurance benefit. The language of 
the present law does not exclude such riders from the calculation of nonfor- 
feiture benetits, even if a comparable level term insurance policy would not 
provide for nonforfeiture benefits. There appears to be no valid reason for 
this discrimination against level term policies from the requirement that non- 
forfeiture values shall be provided. 

The legislatures of a number of States have remedied this situation to accord 
comparable treatment of term insurance benefits riders, whether on a level 
insurance basis or a decreasing insurance basis, by deleting the word “decreas- 
ing” which now appears in section 5b(e) (iv) of the present law. This pro- 
posed correction appears at line 6, lines 20 to 22, of the pending bill. 

It is recommended that it be enacted. 


CORRECTIONS 


In a number of places the pending bill contains references to the Commis- 
sioners’ 1941 Standard Ordinary Mortality Table and other tables prepared 
and recommended by the National Association of Commissioners. These refer- 
ences are to specific, named actuarial tables and not merely descriptive. In 
the present draft of the pending bill, this appears to have been overlooked. It 
is therefore suggested that— 

1. At page 1, line 10; page 2, lines 1 and 2; page 4, line 19; and page 5, line 
18, the words “standard ordinary mortality table” be deleted and there be 
substituted the words “Standard Ordinary Mortality Table.” 





— a Tr 


ap aes pe wa ek Se ee ee le! 


tht Gh be 6b 2% + et be io ee eet oe 


| alll cee ae el 











LIFE INSURANCE ACT FOR D.C. 29 


2. At page 4, line 25, the words “standard industrial mortality table’ be 
deleted and the words “Standard Industrial Mortality Table” be submitted 
therefor. 

8. At page 5, line 19, the word “cenutm” be deleted and the word “centum” 
be substituted therefor. 

4. At page 6, lines 4 and 5, the words “extended term insurance table” be 
deleted and the words “Extended Term Insurance Table” be substituted therefor. 

5. At page 6, line 20, the word “second” be deleted and the word “fourth” be 
substituted therefor. A reading of subsection (e) discloses that the clause in 
question was inadvertently expressed as contained in the second rather than in 
the fourth sentence. 

The foregoing is an attempt to set forth in brief and nontechnical language 
a statement of the reasons why the listed domestic companies favor enactment 
of H.R. 10684 and ask that your committee act favorably on it. We wish to 
emphasize that the two major and basic proposals constitute uniform legislation 
developed and recommended by the National Association of Insurance Commis- 
sioners and that the remainder constitute desirable and relatively minor cor- 
rections of the present law. We wish also to emphasize our opinion that the 
proposed legislation is in the interest of the insuring public and is necessary 
so that the conduct of life insurance within the District of Columbia and by 
domestic District of Columbia life insurance companies in all States in which 
they are licensed to transact business may be conducted on a uniform basis. 
Our companies will be very happy to furnish any additional or expanded infor- 
mation which your committee may desire to have with respect to the pending bill. 


ExHisit A.—STATUS REPORT OF NEW MORTALITY T'ABLE LEGISLATION, BY STATES 


[81 States—Passed (with mandatory operative date of January 1, 1966, unless 
otherwise indicated by footnote) } 


California * New Hampshire 
Connecticut ° New York 
Delaware North Carolina 
Florida North Dakota * 
Georgia Ohio 

Hawaii Pennsylvania 
Illinois Rhode Island ° 
Indiana South Dakota * 
Iowa * Texas?” 

Kansas ® Vermont 
Maine Virginia 
Maryland Washington 
Minnesota West Virginia 
Missouri Wisconsin 
Nebraska Wyoming * 


Nevada‘ 


Chairman Marrnews. Thank you very much, sir. You have given 
us a very fine statement about this legislation. Are there any ques- 
tions, Mr. Chairman ? 

Mr. McMitxian. No; I don’t think so. 

Chairman Marrnews. Mrs. Weis? 

Mrs. Wets. I would like to compliment the gentleman for the “3- 
year setback” for the ladies. They may want to use it in other fields. 
[ Laughter. ] 

Mr. Scumuck. It is definitely indicated, Mrs. Weis, by the realities 
of the situation. 


1 Permissive Jan. 1, 1961—-mandatory Jan. 1, 1966. 

? Permissive Jan. 1, 1960—-no mandatory date. 

3’ Permissive—no mandatory date. 

* Short form permissive authorizing use of 1958 CSO and 1958 CET. 

5 Short-form bill authorizing use of 1958 CSO Table—not statutory nonforfeiture reauire- 
ment. 

® By ruling (valuation only—no statutory requirement for nonforfeiture). 

7 Legislation not needed. 
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Mrs, Weis. I am glad you recognize that we do last longer. 

Mr. Scumuck. Of course, we are prepared to take any questions. 
I was going to say that if there are no further questions I have before 
me a letter dated March 16, 1960, addressed to me by the principal 
executive offices of the American Life Convention and the Life In- 
surance Association of America, the two major trade associations in 
the life insurance business, expressing the support of those two asso- 
ciations for the enactment of this legislation, and emphasizing the 
interest of our out-of-State companies permitted to do business here 
in having the legislation enacted for the District of Columbia. 

May I offer this letter, Mr. Chairman, for the record ¢ 

Chairman Matrruews. Without objection, that will be filed for the 
record. 


LETTER FROM THE AMERICAN LIFE CONVENTION, 230 NortH MICHIGAN AVENUE, 
CHICAGO, ILL., AND LIFE INSURANCE ASSOCIATION OF AMERICA, 488 MADISON 
AVENUE, NEW YorkK, N.Y., DATED MARCH 16, 1960 


Mr. Epwarp J. SCHMUCK, 
Vice President and General Counsel, Acacia Mutual Life Insurance Co., 51 
Louisiana Avenue NW., Washington, D.C. 

Deak Mr. ScomMuck: We understand that you will appear before Subcom- 
mittee 4 of the House District Committee on March 17, 1960, speaking on behalf 
of the principal life insurance companies of the District of Columbia in support 
of the enactment of H.R. 10684. This letter is sent to you by the American Life 
Convention and the Life Insurance Association of America, two life insurance 
company associations with a combined membership of 290 companies, which 
have more than 95 percent of the total life insurance in force in the United 
States. Of these 290 companies, 133 do business in the District of Columbia. 

We also favor the enactment of H.R. 10684. This bill would amend the 
sections of the District of Columbia Code which prescribe minimum nonfor- 
feiture values and minimum bases for reserves for life insurance policies, by 
changing the mortality table used for those purposes from the Commissioners 
1941 Standard Ordinary Mortality Table to the Commissioners 1958 Standard 
Ordinary Mortality Table. This is intended to bring the mortality basis for 
these calculations up to date. The new table has resulted from a study of 
recent mortality by the National Association of Insurance Commissioners with 
the cooperation and actuarial advice of members of the life insurance business. 
A transition period until January 1, 1966, is provided, during which use of 
either of the two tables is permissible. 

The bill also recognizes the lower mortality of women by permitting minimum 
nonforfeiture values and reserves in the case of female lives to be based on an 
age 3 years lower than the actual age. 

It is important that these amendments be enacted in the District of Columbia 
in order to preserve the uniformity of the nonforfeiture and valuation laws of 
the different States. In general, these laws are patterned after a model bill 
prepared by the National Association of Insurance Commissioners, and most of 
the States having such laws have already adopted these amendments. 

We ask that you report to the subcommittee our support of this bill, and that 
you also request to have this letter placed in the record of the hearing. 

Sincerely yours, 
AMERICAN LIFE CONVENTION, 
(Signed) CLarRIs ADAMS, 
Executive Vice President and General Counsel. 


LIFE INSURANCE ASSOCIATION OF AMERICA, 
(Signed) Eueene M. Tuoré. 
Vice President and General Counsel. 
Chairman Marrnews. Are there any other questions ? 
( No response. ) 
Chairman Marruews. [If not, thank you very much. 
Mr. Scumuck. Thank you, sir. 
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Chairman Marrnews. Does Mr. Edward J. Schmuck want to make 
a statement ¢ 

Mr. Scumuck. Excuse me, sir, I am Mr. Schmuck. You thought 
I was Mr. Simpson ? 

Chairman Marrnews. Excuse me. I imagine Mr. Simpson does 
want to make a statement. 

Mr. Scumuck. No, I don’t think so. This is a consolidated state- 
ment, sir. 

Chairman Matrruews. Thank you, Mr. Schmuck. 

Mr. Bryan, of the Office of the Corporation Counsel, would you 
care to make a statement, sir? 


STATEMENT OF IRVING BRYAN, OFFICE OF THE CORPORATION 
COUNSEL 


Mr. Bryan. Mr. Chairman, with respect to both of the remaining 
bills on the committee calendar, H.R. 10684 and 10921, I regret to 
have to say to the committee that the Commissioners have not had an 
opportunity to give these bills the careful consideration which they 
feel they deserve. They haven’t yet received a report from our very 
able Superintendent of Insurance on whom they place great reliance 
for evaluating these bills or any bill having to do with insurance, 
and therefore we will have to request the committee—ask the com- 
mittee for permission to file our written report at a later date. 

Chairman Marruews. Without objection, that permission will be 
granted. 

This thought occurred to me, Mr. Bryan, I can well see why you 
need a little time to study the bills. It sounds perfectly logical, but I 
am not a lawyer so I don’t know about all of the amendments that are 
suggested, whether or not you might have some ideas as to any changes. 
I notice that in the testimony that Mr. Schmuck gave, there were 
several little minor changes in the proposed draft of the bill that he 
recommended, and I would certainly hope that Mr. McLeod and you 
can get together on some of these. 

( Discussion off the record.) 

Chairman Marruews. Mr. McLeod tells me that the changes were 
actually typographical changes—rather errors made at the Printing 
Office, but as far as you know, Mr. Bryan, you have no opposition to 
the basic principles of this bill? Would you care to go that far? 

Mr. Bryan. Mr. Chairman, I would like to say that we have no basic 
opposition. We just haven’t had the time to look into them, and there- 
fore we can’t say anything about them. We do appreciate the fact, as 
the committee heard this morning, that Mr. Jordan did cooperate with 
the draftsmen of the bills and he has no objections to them which will, 
of course, give the Commissioners a very valuable recommendation. 

I am sure that they will give it the greatest weight when they 
consider them. 

Chairman Marruews. All right, Mr. Bryan. 

Do you have any questions, Mrs. Weis? 

Mrs. Wes. No. 

The Witness. Thank you, Mr. Chairman. 

Chairman Marrrews. Thank you very much, Mr, Bryan. 

Are there any other witnesses either for or opposed to H.R. 10684? 

( No response.) 
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Chairman Marruews. If not we will go to our last bill that we are 


to consider this morning. 
(At 10:55 a.m., March 17, 1960, the committee began hearing on 


ELR. 10921.) 


H.R. 10921: A BILL TO AMEND SECTION 35 OF CHAPTER 
III OF THE LIFE INSURANCE ACT FOR THE DISTRICT 
OF COLUMBIA 


Chairman Matruews. The last bill we are to consider this morn- 
ing is H.R. 10921, the bill that I introduced to amend section 35 of 
chapter III of the Life Insurance Act for the District of Columbia. 

Without any objection, I would like to have a copy of the bill filed 


at this point in the record. 





[H.R. 10921, 86th Cong., 1st sess.] 


A BILL To amend section 35 of chapter ITI of the Life Insurance Act for the District of 
Columbia 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) the last sentence of paragraph (a) 
of subsection (5) of section 35 of chapter III of the Life Insurance Act (D.C. 
Code 35-535(5)(a)) is amended to read as follows: “For the purpose of this 
section, real estate shall not be deemed to be encumbered by reason of the 
existence of— 

“(i) taxes or assessments that are not delinquent. 

“(ii) assessments or other charges made by nongovernmental agencies 
under instruments creating or reserving the right to make charges for the 
creation or maintenance of roadways, utilities, recreational or other com- 
munity facilities or for supplying services or benefits for the community 
in which such real estate is situated, notwithstanding such charges are 
or may become a lien against the real estate, provided no such charges are 
delinquent. 

“(iii) instruments creating or reserving mineral, oil, gas, water, or 
timber rights, easements, rights-of-way, joint driveways, sewer rights, 
rights in walls. 

“(iv) building restrictions or other restrictive conditions or covenants, 
or leases with or without an option to purchase. 

“(v) conditions or rights of reentry or forfeiture which are insured 
against by a title insurance company, or which cannot cut off, subordinate, 
or otherwise disturb the aforesaid first lien on real estate.” 

(b) Subsection (6) of section 35 of chapter III of the Life Insurance Act (D.C. 
Code 35-535 (6) ) is amended to read as follows: 

*(6) (a) Notes, bonds, or equipment trust certificates secured by any trans- 
portation equipment leased or sold to a common carrier, domiciled within the 
United States or the Dominion of Canada, with gross revenues exceeding $1,000,- 
000 in the fiscal year immediately preceding purchase, which notes, bonds, or 
equipment trust certificates provide a right to receive determined rental, pur- 
chase or other fixed obligatory payments adequate to retire the obligations 
within twenty years from date of issue and also provide (i) for the vesting of 
title to such equipment, free from encumbrance in a corporate trustee or (ii) 
for the creation of a first lien on such equipment, provided at the date of pur- 
chase such notes, bonds, or trust certificates are not in default as to principal 
or interest, and provided further that no company shall invest an amount in 
excess of 2 per centum of its admitted assets in any one issue of such notes, 
bonds, or equipment trust certificates of any one corporation. 

“(b) Notes, bonds, or other evidences of indebtedness evidencing rights to 
receive partial payments agreed to be made upon any contract of leasing or 
conditional sale, the issue of which has been approved by the proper public 
authority if such approval was required by law at the time of issue, if such 
lessee or conditional vendee is a solvent corporation domiciled within the 
United States or the Dominion of Canada, and if the bonds or other evidences 
of indebtedness, if any, of such corporation are eligible as investments under 
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the provisions of subsection (7) of this section: Provided, however, That no 
company shall invest an amount in excess of 2 per centum of its admitted assets 
in any one issue of such notes, bonds, or other evidences of indebtedness of 
any one corporation. 

“(c) Equipment or machinery for use in transportation, manufacturing, 
production or distribution, leased or to be leased to any solvent corporation 
domiciled within the United States or the Dominion of Canada, if the bonds 
or other evidences of indebtedness, if any, of such corporation are eligible as 
investments under the provisions of subsection (7) of this section: Provided, 
however, That no company shall invest an amount in excess of 2 per centum 
of its admitted assets in such equipment or machinery leased or to be leased 
to any one corporation.” 

(c) Subsection (7) of section 35 of chapter III of the Life Insurance Act 
(D.C. Code 35-535(7)) is amended to read as follows: 

“(7)(a) Bonds and other evidences of indebtedness of any solvent corpora- 
tion created under the laws of the United States or any State thereof, or the 
District of Columbia, or the Dominion of Canada, or any Province thereof: 
Provided, That (i) no company shall invest an amount in excess of 2 per 
eentum of its admitted assets in any one issue of such obligations of any 
one corporation; (ii) the net earnings of the issuing corporation available for 
its fixed charges for a period of five fiscal years next preceding the date of 
acquisition by such insurance company shall have averaged yearly, and during 
the last year of said five-year period shall have been not less than one and one- 
half times its annual fixed charges at the time of the investment, or, if a new 
issue, as shown by the pro forma statement of the corporation; and (iii) there 
shall have no defaults in interest thereon, or on any such obligations of such 
corporation which are of equal or higher priority with those purchased, during 
the period of five years next preceding the date of acquisition, or, if outstanding 
for less than five years, at any time since said obligations were issued. The term 
‘net earnings available for fixed charges’, as used herein, shall mean the net 
income after deducting all operating and maintenance expenses, depreciation 
and depletion, and taxes other than Federal, State, and District of Columbia 
income taxes, but nonrecurring items of income and expense may be eliminated. 
The term ‘fixed charges’ as used herein shall include interest on all of the fixed 
interest bearing debt of the corporation outstanding and maturing in more than 
one year, as of the date of acquisition, and in case of investment in contingent 
interest obligations, said term shall also include maximum annual contingent 
interest as of said date. The earnings of all predecessor, merged, consolidated, 
or purchased companies may be included through the use of consolidated or 
pro forma statements provided the fixed charges of all such companies are also 
included. 

“(b) Certificates, notes, or other obligations issued by trustees or receivers 
or any corporation created or existing under the laws of the United States or 
of any State, District, or Territory thereof, which, or the assets of which, are 
being. administered under the direction of any court having jurisdiction.” 

(d) Subsection (9) of section 35 of chapter III of the Life Insurance Act 
(D.C. Code 35-535 (9) ) is amended to read as follows: 

“(9)(a) Preferred stock of any solvent corporation (other than its own) 
created under the laws of the United States, or of any State thereof, or the 
District of Columbia, or the Dominion of Canada, or any Province thereof, where 
such corporation has not failed in any one of the three fiscal years next pre 
ceding such investment, to have earned a sum applicable to dividends on such 
preferred stock equal at least to three times the amount of dividends due in 
that year, or where in case of issuance of new preferred stock such earnings 
applicable to dividends are equal to at least three times the amount of pro 
forma annual dividend requirements after giving effect to such new financing, 
and where the bonds and other evidences of indebtedness, if any, of such 
corporation are eligible as investments under the provisions of subsection (7) 
of this section, and where the total investment in any one issue of such preferred 
stock of any one corporation does not exceed 1 per centum of the investing 
campany’s admitted assets. 

“(b) Stocks or other securities guaranteed by any solvent corporation created 
under the laws of the United States, or any State thereof, or the District of 
Columbia, or the Dominion of Canada, or any Province thereof, if the guar- 
anteeing corporation has not failed in any one of the three fiscal years next 
preceding such investment to have earned a sum applicable to interest on out- 
standing indebtedness and dividends on all guaranteed stocks equal to at least 
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twice the amount of interest and guaranteed dividends payable for that year. 
No company shall invest in excess of 1 per centum of its assets in any one issue 
of guaranteed stocks made eligible for investment under this subsection.” 

(e) Subsection (10) of section 35 of chapter III of the Life Insurance Act 
(D.C. Code 35-535 (10) ) is amended to read as follows: 

“(10)(a) Common stocks of any solvent corporation (other than its own) 
created under the laws of the United States, or of any State thereof, or the 
District of Columbia, or the Dominion of Canada, or any Province thereof, 
which shall have paid common dividends in cash for not less than five years next 
preceding the purchase of such stocks, and where the bonds and other evidences 
of indebtedness, if any, and the preferred stock, if any, of such corporation 
are eligible as investments under the provisions of subsections (7) and (9), 
respectively, of this section, and where the total investment in the common 
stock of any one such corporation does not exceed 1 per centum of the investing 
company’s admitted assets. 

“(b) In addition to the investments authorized in paragraph (10) (a), com- 
mon stocks of any insurance company (other than its own) created under the 
laws of the United States, or of any State thereof, or the District of Colum- 
bia, where the total costs of the investments under this paragraph in the com- 
mon stocks of any one or more insurance companies does not exceed the lesser of 
(i) 4 per centum of the investing company’s admitted assets, or (ii) the amount 
of capital, surplus and contingency reserves in excess of $150,000: Provided, 
however, That stocks may be acquired under this paragraph (10) (b) only with 
the intention of ultimately acquiring Ownership or control of the issuing cor- 
poration as an affiliate or a subsidiary and a statement of such intention must be 
incorporated in the resolution authorizing the acquisition adopted by the board 
of directors or by a committee of directors, officers, or employees of the company 
designated by the board and charged with the duty of supervising loans or in- 
vestments.” 

(f) Subsection (11) of section 35 of chapter III of the Life Insurance Act 
(D.C. Code 35-535(11)) is amended to read as follows: 

“(11) Loans upon the pledge of any of the securities aforesaid, not exceeding 
85 per centum of the market value of the collateral taken as security at the date 
of the loan.” 

(g) Paragraph (f) of subsection (14) of section 35 of chapter III of the Life 
Insurance Act (D.C. Code 35-535 (14)(f)) is amended by deleting the last 
sentence in its entirety and substituting the following two sentences in lieu 
thereof: “Such election shall be duly authorized and recorded by the board of 
directors or by a committee of directors, officers, or employees of the company 
designated by the board charged with the duty of supervising loans or invest- 
ments. The minutes of any such committee shall be duly recorded and regular 
reports of such committee shall be submitted to the board of directors.” 

(h) Section 35 of chapter IIT of the Life Insurance Act (D.C. Code 35-535) is 
amended by adding a new subsection (15) and a new subsection (16) immedi- 
ately following subsection (14), which ends with the words “as the Superinten- 
dent shall direct.” The new subsections read as follows: 

“(15) Any domestic life insurance company may also lend or invest its funds, 
to an extent that the cost of such investments shall not exceed in the aggregate 
the lesser of (i) 5 per centum of its total admitted assets, or (ii) the amount 
of capital, surplus, and contingency reserves in excess of $150,000, in loans or 
investments (other than common stocks of insurance companies) not otherwise 
permitted under this section: Provided, however, That no company shall invest 
in excess of 1 per centum of its admitted assets in any one such loan or invest- 
ment. The company shall keep a separate record of all loans and investments 
made under this subjection. In the event that, subsequently to being made under 
the provisions of this subsection, a loan or investment is determined to have be- 
come qualified under some other part of this section, the company may consider 
such loan or investment as being held under the applicable provision and such 
loan or investment shall no longer be considered as having been made under 
this subsection. 

“(16) The compliance of a particular investment with the restrictions that 
not more than a specified percentage of the investing company’s admitted assets 
may be invested therein, as set forth in subsections (6), (7), (9), (10), (14), 
or (15) of this section, whichever is applicable, shall be determined as of the 
date of the making or acquisition of each such investment.” 
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(i) The second from last paragraph of section 35 of chapter III of the Life 
Insurance Act (D.C. Code 35-535) is amended to read as follows: ‘‘No loan or 
investment, except loans on the security of life insurance policies, shall be made 
by any such company, unless the same shall have been authorized or be approved 
by the board of directors or by a committee of directors, officers or employees of 
the company designated by the board charged with the duty of supervising 
loans or investments. The minutes of any such committee shall be duly recorded 
and regular reports of such committee shall be submitted to the board of 
directors.” 

(j) The next to the last paragraph of section 35 of chapter III of the Life 
Insurance Act (D.C. Code 35-535) is amended by adding the following sentence 
at the end thereof: “Nothing contained in this paragraph shall be construed 
to invalidate or prohibit such a company from joining with one or more other 
investors to share in the purchase of any securities or the making of any loan 
for investment purposes.” 

(k) The last paragraph of section 35 of chapter III of the Life Insurance 
Act (D.C. Code 35-535) is amended by adding the following at the end thereof: 
“Any domestic life insurance company may acquire and hold securities or other 
property if distributed to it as dividend or as a lawful distribution of assets, 
or if acquired by it pursuant to a lawful plan of reorganization, or if acquired 
pursuant to a lawful and bona fide agreement of bulk reinsurance or consolida- 
tion. If any securities so acquired shall consist in whole or in part of stock 
or shares of any company, or of bonds or other obligations, which do not meet 
the requirements for eligibility set out in this section, then any such securities 
so received shall be disposed of within five years from the time of acquisition, 
unless at any time after such acquisition the securities shall have met such 
requirements and the company has notified the Superintendent thereof, or unless 
the company file with the Superintendent of Insurance an application for ex- 
tension of time, supported by such evidence as may be required by the Super- 
intendent, establishing to his satisfaction that an extension would be to the 
advantage of the company and that the interests of the company would be 
affected adversely by a forced sale thereof, in which event the time for the 
sale may be extended to such time as the Superintendent shall direct.” 


Chairman Marruews. I believe our first witness is Mr. Charles E. 


Phillips, president of Equitable Life Insurance Co. Mr. Phillips, we 
are certainly delighted to have you with us this morning. 


STATEMENT OF CHARLES E. PHILLIPS, PRESIDENT, EQUITABLE 
LIFE INSURANCE CO. 


Mr. Putiiirs. Thank you, Mr. Chairman. My statement will in- 
clude citations of other States which have similar or identical statu- 
tory provisions to those which we are recommending in a number of 
eases. Where there are more than three or four such States cited, I 
would like to have your permission to have the entire statement 
entered into the record, for I will simply in my statement refer to the 
number of States which have identical or similar statutes. 

Chairman Marruews. Without objection, that will be done. 


STATEMENT OF CHARLES BE. PHILLIPS IN Support’ oF H.R. 10921 


I am the president of Equitable Life Insurance Co,, Washington, D.C. This 
statement in support of H.R. 10921, however, is made by me on behalf of the 
following five domestic District of Columbia life insurance companies: Acacia 
Mutual Life Insurance Co., Equitable Life Insurance Co., Government Employees 
Life Insurance Co., Peoples Life Insurance Co., United Services Life Insur- 
ance Co. 

Inasmuch as our five companies have a uniform position with respect to the 
pending bill, this joint presentation is made in the interest of conserving the 
time of your committee. 

The purpose of the proposed amendments is to modernize this section of the 
Life Insurance Code which governs and regulates investments which life insur- 
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ance companies of the District of Columbia are authorized to make. The pro- 
posed amendments are composed of some clarifications and some expansions of 
the investment authorizations of the domestic companies and take into account 
recent developments in the general investment operations and methods in the 
United States. 

SUBSECTION (5) (A) 


It is proposed that this subsection be amended to clarify and slightly expand 
the definition of what may be disregarded in determining whether a loan will 
be a first lien on the real estate offered for security. In many communities in 
which real estate provides good security for mortgage loans, services similar to 
those ordinarily provided by governmental agencies are provided by private 
agencies, usually the real estate development corporation. Deeds covering such 
properties provide that the service charges imposed by these nongovernmental 
agencies, if delinquent, may become liens on the property in the same manner as 
taxes or assessments imposed by governmental agencies. Under existing legis- 
lation, it is not clear whether a mortgage loan secured upon such a property is 
a first lien on real estate, although the prior lien which may result from such 
charges being delinquent is in effect no different from real estate taxes and 
assessments levied by a city or county government. 

Hawaii, Idaho, Utah, and Washington insurance codes make specific provi- 
sions for disregarding such charges in determining whether a loan is a first lien 
on real estate; and New York, Arkansas, and Louisiana insurance codes use. 
general language to cover the exception of these service charges. The proposed 
amendment is designed to eliminate any question as to District of Columbia 
insurance companies making mortgage loans in some of the better lending areas 
in the United States where such service charge lien rights are reserved in the 
deeds (bill, p. 1, line 9, through p. 2, line 6). 

The word “gas” is being inserted following the word “oil.” The word ‘“ease- 
ment” is inserted as being a broader term than “rights-of-way.” It would cover, 
for example, a gas storage easement such as the Washington Gas Light Co. is 
obtaining in Prince Georges County, Md. (bill, p. 2, line 8). 

It is proposed that the law clearly spell out that a lease, with or without an 
option to purchase, shall not be treated as an encumbrance. This is similar 
to the provision of the Massachusetts investment statute (bill, p. 2, lines 11 
and 12). 

Provision also is made that the security is acceptable even though it is subject 
to a condition or right of reentry provided such condition can be insured against, 
or cannot cut off or subordinate or otherwise disturb the mortgage lien. In the 
New York, Arkansas, Florida, and Kentucky statutes the first lien of a mortgage 
is not considered to be encumbered by a condition or right of reentry or for- 
feiture provided such condition or right is insured against (bill, p. 2, lines 13 
through 16). 

SUBSECTION (6) 


It is proposed under this subsection to add a new subparagraph (b) to provide 
for purchase of investments secured by leasing or conditional sales contracts of 
solvent United States and Canadian corporations other than common carriers, 
The law as it is now written confines this type of investment to notes, bonds, or 
certificates secured by transportation equipment leased or sold to a common 
carrier. 

Financing the acquisition of equipment in this way has proved useful and 
popular with lenders and the railroad and transportation industries. The pur- 
pose of the amendment is to enable the local companies to participate in such 
financing on a broader basis when and if deemed proper. The following States 
provide for investment in equipment trust certificates for other than transporta- 
tion equipment: Illinois, Kansas, Mississippi, South Dakota, Wisconsin (bill, p. 
3, line 14, through p. 4, line 3). 

It is further proposed to add a new subparagraph (c) to permit life insurance 
companies to deal directly with corporations desiring to lease equipment or 
machinery. Under the proposed amendment, the life insurance company could 
directly purchase, pay for, and be the owner of the leased equipment, without the 
intervention of a third party lessor (bill, p. 4, lines 4 through 13). 

It is further proposed that all parts of subsection (6), including subsection 
(6) (a), be restricted by limiting investment in any one issue to 2 percent of 
admitted assets as is the case with bonds under subsection (7). 
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SUBSECTION (7) 


It is proposed that subsection (7) be amended to strengthen the definition of 
“net earnings available for fixed charges” by inserting the words “depreciation 
and depletion” after the word “expenses” in the second sentence (bill, p. 5, line 
14). The amended definition of net earnings would be substantially as in the 
New York law. 

It is further proposed to add a new subsection (b) to make eligible for in- 
vestment trustees’ or receivers’ obligations (bill, p. 6, lines 3 through 8). Many 
of these issues are deemed prime investments because they are obligations of 
the receiver or trustee who is acting as an officer of the court and under court 
direction. The proposed amendment relating to trustees’ or receivers’ obliga- 
tions is almost identical with that of the New York law. The following States 
also provide for investment in trustees’ or receivers’ obligations: Arizona, 
Hawaii, Minnesota, New Jersey, Oklahoma, Pennsylvania, Utah, Washington. 


SURSECTION (9) 


It is proposed to add a new subsection (b) which will authorize investment 
in guaranteed stocks (bill, p. 7, lines 5 through 16). As this subsection is now 
written, it authorizes investments only in preferred stock. This amendment is 
modeled after the Virginia law. Guaranteed stocks are legal investments for 
the funds of life insurance companies in the following 17 additional States: 
Arizona, Hawaii, Idaho, Illinois, Indiana, Iowa, Louisiana, Minnesota, Missis- 
sippi, Missouri, Nevada, New York, North Dakota, Oklahoma, Vermont, Wash- 
ington, West Virginia. It is thought that the District of Columbia companies 
should be privileged to invest in this type of security when and if deemed 
proper. 

SUBSECTION (10) 


It is proposed to amend this subsection by adding a new paragraph (b) to 
permit, in addition to the investments authorized for a life insurance company 
in the present subsection (10), acquisition of common stocks of any insurance 
company up to the lesser of (i) 4 percent of the investing company’s admitted 
assets, or (ii) the amount of capital, surplus, and contingency reserves in excess 
of the minimum statutory requirements; provided, that such stocks may be 
acquired only with the intention of ultimately acquiring ownership or control 
of the issuing corporation as an affiliate or a subsidiary and a statement of such 
intention must be incorporated in the resolution authorizing the acquisition 
adopted by the board of directors or by a committee designated by the board 
(bill, p. 8, lines 8 through 25). 

The purpose of the proposed amendment is to permit a District of Columbia 
life insurance company to diversify its business by entering one or more other 
closely allied insurance fields such as fire, casualty, or health and accident by 
forming a subsidiary company to enter one or more of these lines. Or, a domes- 
tic company may wish to acquire common stock of a company already established 
in the fire, casualty, or health and accident business, or of another life in- 
surance company, for the purpose of expanding its operations through operating 
control, or consolidating its operations with those of the second company. Some 
of the more forward thinking people in the insurance industry believe that in 
the near future a company will not be able to compete effectively unless it offers 
a full line of insurance. Under existing statutes the practical effect is that a 
District of Columbia company is not able to form an effective subsidiary com- 
pany nor can it acquire affiliates if it wishes to expand or diversify its business. 

The following 15 jurisdictions have specific provisions relating to the purchase 
of insurance company stocks: Arizona, Colorado, Hawaii, Idaho, Kansas, Maine, 
Michigan, Minnesota, Nebraska, New Hampshire, Tennessee, Texas, Utah, 
Washington, and West Virginia. In addition, 12 other States have general 
statutes which permit the purchase of insurance company stocks up to 5 percent 
or more of the investing company’s assets and other States have general statutes 
permitting purchase of common stocks in smaller amounts. 


SUBSECTION (11) 


It is proposed to amend subsection (11) in order to limit collateral loans to 
85 percent of the market value of the collateral (bill, p. 9, lines 5 and 6). This 
is, of’ course, more restrictive than the existing law. California law provides 
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that, in the case of a loan not governed by the section dealing with mortgages on 
real property, the amount is not to exceed 85 percent of market value at the date 
of investment. 

Delaware, Florida, Hawaii, Idaho, Illinois, Indiana, Iowa, Kentucky, Louisi- 
ana, Nevada, New Jersey, New Hampshire, New Mexico, New York, North Caro- 
lina, Maryland, Michigan, Minnesota, Ohio, Pennsylvania, Utah, Virginia, Wash- 
ington, West Virginia, and Wisconsin are oth r States limiting the amount of 
collateral loans. It appears that it would not ‘e prudent for a life insurance 
company to make a loan in excess of 85 pe: ce t of the market value of the 
collateral. 

SUBSECTION (14) .F) 


The purpose of this proposed amendment is to permit the board of directors 
or a domestic life insurance company, if the board so desires, to appoint to 
membership on a committee authorized to approve loans or investments, persons 
of experience and technical ability who are not members of the board. The 
large volume of investments made by life insurance companies make it desirable 
that some such duties be delegated to certain highly trained and experienced 
investment department officers and employees, who are not members of the 
board. The proposed amendment will make available for selection as committee 
members officers and employees who are qualified by education, experience, and 
background and whose primary function is to select and approve life insurance 
company investments. The proposed amendment is contained in substance in 
the Oklahoma», Virginia, and Washington investment codes (bill, p. 9, lines 12 
through 17). 

In order to make this amendment consistent with section 35, it is proposed that 
the second from last paragraph of section 35 be correspondingly amended (bill, 
p. 11, lines 1 through 9). 

SUBSECTION (15) 


The proposed subsection (15) (bill, p. 9, line 24, through p. 10, line 16) would 
permit a domestic life insurance company to lend or invest its funds (other 
than in common stocks of insurance companies) in loans or investments not 
otherwise permitted under section 35 to the extent that the cost of such invest- 
ments does not exceed in the aggregate the lesser of (i) 5 percent of its total 
admitted assets or (ii) the amount of capital, surplus, and contingency reserves 
in excess of the minimum statutory requirements. There is a provision that 
no cor:pany shall invest in excess of 1 percent of its admitted assets in any such 
loan or investment and that separate records will be kept of all loans and in- 
vestments made under this provision. 

The purpose of this proposed change is to enable the domestic life insurance 
companies to enter some of the newer sound fields of investment which are de- 
veloped as our economy expands and changes, even though they are not specifi- 
cally enumerated in the investment statute. 

The proposed amendment is similar to laws in effect in many States. Early 
in 1945 Connecticut enacted the first so-called leeway law or discretionary in- 
vestment provision and it now permits up to 8 percent of total admitted assets 
in investments not qualifying or not permitted under specific authority of its 
general laws. At the present time the following listed 25 States have statutes 
expressly authorizing leeway investments by life insurance companies: Arizona, 
Arkansas, Connecticut, Delaware, Hawaii, Illinois, Louisiana, Massachusetts, 
Minnesota, Mississippi, Nebraska, New Hampshire, New Jersey New York, North 
Dakota, Ohio, Oklahoma, Oregon, Pennsylvania, South Dakota, Utah, Vermont, 
Virginia, Washington, and Wisconsin. WHighteen of these provide for the in- 
vestment of 5 percent or more of an insurance company’s total assets in loans 
or investments not specifically authorized under that particular State’s statutes. 
The proposed subsection will not authorize or permit any investments specifi- 
cally prohibited by law, such as loans to the company’s officers or directors. 

The proposed amendment is desirable, necessary, and safe for the following 
reasons: (1) the domestic insurance companies in the District of Columbia 
should have legislative investment authority sufficient to compete for prime 
investments; (2) there is need for domestic life insurance companies to enter 
the newer sound fields of investment which are developed as our economy ex- 
pands and changes; (3) newly developed forms of investment are frequently 
among the safest and most productive investments available to life insurance 
companies; (4) domestic life insurance companies have demonstrated over a 
period of years that they have a conservative investment policy and that their 
underwriting of the security underlying their investments has been sound; 
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(5) the changes in the economy of the United States, in lending practice and 
procedures and in Federal economic safeguards developed over the last 25 
years, appear to justify the conclusion that there is little, if any, possibility 
of recurrence of the serious problems affecting all types of investments ex- 
perienced in the extended depression during the 1930's. 


Subsection (16) 


It is proposed to add a new subsection (16) which would clarify limitations 
found in subsection (6) as proposed to be amended, subsections (7), (9), (10), 
(14), and the proposed new subsection (15) as to the percentage amount of its 
admitted assets which a domestic company may invest in pursuance of the 
authority granted by these subsections. There appears to be some question 
under the existing law as to whether the determination of compliance of an 
investment with these percentage limitations is fixed as of the date of the 
making or acquisition of such investments or must be continuously tested to 
determine continued compliance. For example, an investment in a common 
stock, when made, may be well within the 1-percent limitation imposed by the 
statute. However, through increase in market value, it is conceivable that the 
market value of such an investment, the valuation required to be shown in the 
company’s books, might exceed the i-percent limitation at some later time. 
Itis believed that it was not intended that in such a situation the company would 
be required to sell off at least part of such an otherwise profitable and valuable 
investment. The proposed amendment would make this point clear (bill, p. 10, 
lines 17 through 28). 


NEXT-TO-LAST PARAGRAPH OF THE SECTION 


It is proposed to amend the next to the last paragraph of the section to make 
clear that, although a domestic company may not participate as an underwriter 
of securities or enter into agreements which may restrict its control of its 
assets, these prohibitions are not intended to preclude direct participation in 
otherwise appropriate investments, just because such participation is shared 
with one or more other investors (bill, p. 11, lines 13 through 17). 


PROVISIONS TO BE ADDED AT THE END OF THE SECTION 


It is proposed that a new provision be added at the end of section 35 and as a 
part of the last paragraph to permit a domestic life insurance company to 
acquire and hold securities or other property distributed to it as a dividend or 
otherwise as specified. Since a domestic company may at times find it necessary 
to accept securities or property which under other subsections of this chapter 
would not be legal investments, it is believed that the interest of the company 
would be protected if it were allowed a period of 5 years to dispose of such an 
acquisition. If it can be shown that the interest of the company would be 
adversely affected by disposing of such assets within that period of time, the 
superintendent of insurance would be authorized to extend the time in which 
the company is required to dispose of the assets. This provision is taken from 
the Virginia law (bill, p. 11, line 20 through p. 12, line 16). 

This statement has been an attempt to analyze the nature, reasons for and 
advantages of the proposed amendments to section 35 in simple and brief form. 
The companies on whose behalf this statement is made have studied each 
amendment carefully. It should be pointed out to your committee that the 
provisions of the pending bill do not require a domestic life insurance company 
to expand its investment practices but are merely permissive in the sense that 
the amendments will open the way for domestic life insurance companies to 
make investments in securities and other forms of commercial transactions not 
how covered by the investment provisions of the insurance code. It is our 
judgment that the areas of additional investment forms and the added discre- 
tion to be vested in the directors and officers of life insurance companies by 
reason of the proposed amendments are reasonable, justified by developments 
in our economic system and in the main are consistent with legislation enacted 
in many of the States. We are satisfied that the conditions and restrictions 
applicable to the proposed amendments are adequate so that there will not be 
any reduction in the financial safety of the domestic life insurance companies. 
To the extent that the proposed changes in the investment provision will permit 
the life insurance companies to realize better investment returns, the insuring 
public will benefit since such improvements are reflected in the cost of life 
insurance. 
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We therefore support the enactment of H.R. 10921 and ask your committee’s 
favorable consideration with respect to it. If there are any questions with re- 
spect to any portion of the bill, or additional information is desired, our com- 
panies will be very happy to furnish such additional information. 

Chairman Marrnews. Mr. Phillips, thank you very much for a 
very complete and effective statement. I think Congressman Broy- 
hill would like to ask a question. 

Mr. Broyui. First of all, I would like to welcome my good friend 
Charlie Phillips to the committee here this morning, and to state that 
we are happy to see him here. He is one of our outstanding citizens 
of the District of Columbia, I say that not only from your personal 
prominence, Mr. Phillips, but from your magnificent contribution, 
effort, and time you have put forth in presenting a worthwhile pro- 
gram to make the Nation’s Capital a better place in which to live. 

Mr. Putiires. Thank you very much, Mr. Broyhill. 

Mr. Broyruiii. You do have a very fine statement here, Mr. Phil- 
lips, but I believe in some instances it might be a little too brief. You 
might want to use some examples of some of these cases. Particularly 
the first one here which I think I have almost caught, but I am not 
sure, concerning what is a first lien and what things might come before 
a first mortgage ; that may be a thought later on. 

Mr. Puiuirs. May I illustrate? From Fort Lauderdale, Fla., I 
think our vice president and treasurer brought with him one of the 
cases from there. We also have similar situations in Texas. The 
two States do that a great deal. What they do is that the municipal 
authorities provide some of the municipal services. 

Mr. Broynini. By “services” do you mean the water, sewer, and 
all that? 

Mr. Putiuirs. Yes; those typical things that are the basis of special 
assessments normally or current tax charges normally will be fur- 
nished not by government but by the corporation which develops the 
project, and it is perfectly common practice to accept those titles 
subject to those claims in Texas and Florida. But the District of 
Columbia companies had difficulty in making loans. For example, 
we brought up Fort Lauderdale, two different types of companies of 
that sort. We don’t know them here in Washington in the metro- 
politan area because we don’t have it that way here. 

Mr. Brorutm. How about out in Maryland, don’t they have this? 
The Washington Suburban 

Mr. Pures. But that still is a government agency, the Washing- 
ton Suburban Sanitary, which is a government agency. 

Mr. Eslinger, do you have a copy of one of the Fort Lauderdale 
cases which you can cite for Mr. Broyhill ? 





STATEMENT OF FRANK R. ESLINGER, VICE PRESIDENT AND 
TREASURER, EQUITABLE LIFE INSURANCE CO. 


Mr. Estrncer. My name is Frank R. Eslinger, vice president and 
treasurer, Equitable Life Insurance Co. 

Chairman Matrnews. We are very happy to have you with us, Mr. 
Eslinger. 

Mr. Broyuiti. Let me see if I can’t clarify this a little more in my 
own mind. Now in this area here in making a first mortgage loan, 
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you have cleared the title to water and sewer benefits and things of 
that sort, have you not? 

Mr. Puiirs. I think that’s right. Can you just point out this 
section here, Frank? Could I—excuse me just a moment please. 

Mr. Estrvaer. Here, for example, under “Maintenance assess- 
ments”; this is at Fort Lauderdale, Fla. : 

In order to maintain the high standards of Coral Ridge Country Club Addi- 
tion No. 2 and in order to supplement the public facilities and services to be 
furnished by the grantor and/or association or any lawful authority as well as 
in the interest of public health and sanitation, each lot in Coral Ridge Country 
Club Addition No. 2, including the lots owned by the subdivider, is hereby sub- 
ject to an annual assessment, commencing with the year 1958, which shall be 
secured by a lien upon such lot until the same is paid and which lien shall be 
enforcible in a court of law or equity, and all court costs and attorney’s fees 
incurred in the collection of such liens shall be paid— 

Now, the benefits 

Mr. Pumutes. Which are to be furnished by them, Mr. Eslinger, 
are they: stated in here? 

Mr. Estrncer. Just generally, as read. 

Mr. Puiiirs. But the deve oper sets up a corporation which fur- 
nishes the public services otherwise here in Washington performed 
by the Government. 

Mr. Brornuw. Now, under an existing law, Mr. Phillips, what 
does the existing law prev ent you from doing? Making the loan be- 
cause of that provision ? 

Mr. Estincer. That is right; because our law says our real estate 
securing loan must be a first lien except for certain spelled-out charges 
which may be admitted, taxes and assessments are admitted, except 
that we have liens which will not make our loans other than a first 
trust loan. But such charges as this, even for the same purpose as 
taxes and assessments, imposed by a private agency are not spelled 
out in our law. 

Mr. Broyum.. Therefore, you can’t make a loan as mentioned in 
that paper ? 

Mr. Estineer. That is right. 

Mr. Broyuiii. But this amendment will let you do it ¢ 

Mr. Estincer. That’s it exactly. 

Shairman Matruews. May I interject this thought, please? May 
we have your permission to file this Fort Lauderdale case for the 
record so the full committee can study it? 

Mr. Broyuimy. Mr. Phillips, we are not talking now about a sub- 
stantial portion of the first trust lien anyway, are we ? 

Mr. Estincer. No; the charges, Mr. Broyhill, are very small usual- 
ly. They are in the nature of the same thing. For example, in 
Montgomery County we have a small charge, maybe $2 a month, for 
the collection of trash, or maybe the cor poration in Florida will do 
it rather than the county. It is simply that sort of thing. It is not 
a major item at all. They are always small charges. The total 
amount is not large. 

Mr. Broyuit. What protection would you have in the event such 
a lien was placed on the property and the signer of the note is enna, 
the first mortgage payment with this lien sitting on the property ? 
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Mr. Esiineer. We would have to have our correspondent in Florida, 
of course, find out the status of the charges of the corporation just 
as he now finds out the status of taxes. 

Mr. Broyui. Yes. 

Mr. Esuinaer. The same check is made. 

Mr. Broruimx. Do you have any other points of your statement 
that you would like to give—offer similar examples for clarification 
in the record? 

Mr. Estinerr. Well, I think we have here the vice president and 
treasurer of our company and the vice president and treasurer of 
Acacia, both of whom are directly associated with the problems 
involved. 

Now, just running quickly over the items that we have covered, 
I think No. 2, the right to make first trust loans even though there 
be a reservation of gas rights is obvious, isn’t it, Mr. Broyhill? 

Mr. Broyui. Yes. 

Mr. Estincer. Now the question of allowing an easement—— 

Mr. Broruiiy. Iam surprised that you don’t have that right now. 

Mr. Estincer. We have right-of-way, but right-of-way is not as 
broad as easement. Therefore, you want to put the broader word in 
to make no question about the validity—if there is an easement it 
would not be right-of-way. 

Mr. Broyuiu. Yes. 





Mr. Estineer. I think the question about the lease, with or with- | 


out an option to purchase, is clear too, but the law says we make a loan, 
a first trust loan, on a property which is subject to a lease but it doesn’t 
have any provision clearly if there is option to purchase, it is still a 
valid loan. 

We are just adding the fact that there is option to purchase. we 
can make a first trust loan. 

Mr. Brorntiti. Right. 

Mr. Estincer. Item (v) is a provision that if the title shows that 
if there is a right of reentry or forfeiture it will not prevent our mak- 
ing a first trust loan on the property if the title insurance company 
insures against us that it can never disturb the priority of our loan. 
Oftentimes there will be covenants, very ancient covenants, of whom 
there is no one allowed to seek enforcement, but the title insur- 
ance companies are perfectly content to insure against them. Some- 
times they can’t report the title without reporting the type covenant. 
This is something where the covenant will never disturb the priority 
of our loan, that we can never make the loan. 

Mr. Broyuimu. There again you can’t make it now on the existing 
law ? 

Mr. Estincer. Let us say it is not clear, because someone can say 
that is not one of the exceptions now, because our law is exhaustive. 
It says what we may do exactly. It doesn’t leave us any broad leeway. 

Mr. Broyrnimy. Yes. 

Mr. Estrncer. Under subsection (6) the question of being able to 
buy equipment notes other than on railroads and to be able to 
purchase and lease to good credit, equipment; I think those two 
things are pretty clear. Actually, the equipment has become such a 
big thing nowadays. Railroads used to have the only equipment in 
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the old days, but today with trucks and all sorts of other heavy 
equipment purchased for use by large corporations, it is good for life 
companies to be able to make loans on good credit if secured upon that 
equipment. 

Now one of the cases Mr, Roberts recited to me this morning was 
Boston Edison, I think it was, was going to lease a lot of heavy 
trucks from a corporation, and that corporation which owned the 
trucks and had a lease from Boston Edison, which was in excellent 
credit, offered bonds to sell to the public. We couldn’t buy them, 
even though the lease by the Boston Edison made it their prime obli- 
gation. We couldn’t buy them because they were not secured on rail- 
road equipment. Today we would like to be able to buy the equipment 
notes secured on other than railroad equipment, and we would like 
to have the power to purchase a lease where we have a good credit as 
the lessee to lease to them the equipment. 

No. 7, well, the definition of earnings, I think, Mr. Broyhill, needs 
noexplanation. To include the words “depreciation and deple- 
tion””—— 

Mr. Brorum1. Excuse me. I did not intend for you to go over all 
of these. I just thought if you wanted to elaborate on any points here 
where in the interest of brevity you have briefed it in your statement. 

Mr. Estincer. There is only one other thing I would like to mention 
and that is in regard to guaranteed stocks. While is is not a widely 
important thing to the insurance companies, it is still a prime obliga- 
tion and it is, for example, where—let’s take a railroad. I think the 
R.F. & P., the Richmond, Fredericksburg & Potomac, which we all 
know, has some common stock outstanding which is guaranteed by 
Atlantic Coastline. It is a guaranteed dividend stock, and the prob- 
lem arises in this way, where it is leased by another railroad and it is 
probably part of the rental paid for the base railroad—for the leased 
railroad—the leasing company will guarantee not only the interest 
on the bonds of that basic company, but also will guarantee the divi- 
dends on the stock and then that guarantee becomes a prior charge 
against the income of the Atlantic Coastline, For example, it is like 
arental. They have to pay that before they pay their own bond in- 
terests. So, it is a very, very good, secure obligation. There are not: 
too many of them available for sale, but when they are they are prime 
and we should be able to find them. 

I think the purchase of stock of another insurance company—did 1 
make that sufficiently clear in my statement for affiliated operations? 

Mr. Broyuity. Yes. 

Mr. Estincer. And the leeway law is, of course, very important. 
Had we had a leeway law as so many other States do, we would have 
been able to make some of these investments before we can get the 
Congress to get revision of our law to recognize the change in invest- 
ment conditions, and the leeway law would give us a great deal of 
help in meeting those situations and not having to refrain from com- 
peting with other companies for good investments until we can have 
the law changed. 

We feel that it is perfectly safe to say that all these recommenda- 
tions will not impair the security of any Washington domestic 
company. 
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If there are any other questions, I will be very glad to help you. 

Chairman Matrnews. Thank you very much, Mr. Phillips. I 
don’t believe there are any other questions. We appreciate so much 
your being here. 

Now, Mr. Jordan, I wonder if you would care to make a statement 
about this particular phase of legislation / 


STATEMENT OF ALBERT F. JORDAN, SUPERINTENDENT, DISTRICT 
OF COLUMBIA DEPARTMENT OF INSURANCE 


Mr. Jorpan. Mr. Chairman, I think the statement that I made about 
the other bills referred to this bill too. I have nothing further to add. 

Chairman Marruews. All right. You are not against this legis- 
lation. You just haven’t had a chance to study it, is that it? 

Mr. Jorpan. I believe I expressed it a little bit differently, sir. I 
studied it in draft form, and I have no objection to it. It is my opin- 
ion that it was reasonable. 

Chairman Marruews. Thank you very much, Mr. Jordan. 

Mr. Bryan, I wonder if you would care to make a statement about 
H.R. 10921? 


STATEMENT OF IRVING BRYAN, OFFICE OF THE CORPORATION 
COUNSEL 


Mr. Bryan. Mr. Chairman, I had intended that what I said about 
the other bill would be equally applicable to this bill. So far as the 
Commissioner is concerned, they only recently received the bill and 
have not yet had an opportunity to analyze it and give it the proper 
consideration in order to make a report. We ask that that we be 
permitted to file a report later on. 

Chairman Marrnews. Permission is granted, without objection. 

Is there any other witness either for or against this measure ? 

(No response. ) 

Chairman Marruerws. I would like to say that we appreciate so 
much the Acacia Mutual Life Insurance Co., Equitable Life Insurance 
Co., Government Employees Life Insurance Co., People’s Life Insur- 
ance Co., and the United States Life Insurance Co. making a joint 
statement as you did. It has been helpful to the committee and I think 
the consolidation of the effort has been an excellent thing. 

Without objection at this point in the record we will file a letter from 
Hon. Joseph C. O’Mahoney of the Senate Judiciary Committee to 
Hon. John L. McMillan of the House District Committee. 

U.S. SENATE, 
COMMITTEE ON THE JUDICIARY, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 


March 22, 1960. 
Re H.R. 10921. 
Hon. JoHn L. McMILian, 
Chairman, District of Columbia Committee, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN McMILLAN: I am advised that above bill dealing with 
life insurance company investments has been approved by a subcommittee of 
the House District of Columbia Committee and is now pending before the full 
committee. Because I believe that at least one section of this bill raises a serious 
question of public policy in terms of future competition and the development 
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of our economy, I deemed it necessary to bring these views directly to your 
attention and to the attention of the members of your committee. 

Paragraph (e) of H.R. 10921 beginning on page 7, line 17, amends the Life 
Insurance Act of the District of Columbia to permit any domestic life company 
to acquire the stock of other insurance companies in such fields as fire, casualty 
or health and accident. However, paragraph (e) beginning on page 8, line 8, 
provides that the total cost of such investment shall not exceed the lesser of (i) 
4 percent of the investing company’s admitted assets, or (ii) the amount of 
eapital surplus and contingency reserves in excess of $150.000. It is further 
provided that such stocks may be acquired only with the intention of ultimately 
acquiring ownership or control: of the issuing corporation, and a statement of 
such intention must be incorporated in the resolution authorizing the acquisition. 

In the statement submitted to your committee by Mr. Charles E. Phillips on 
behalf of five domestic District of Columbia life insurance companies, he ex- 
plained the reasons for this proposed change in the life insurance law in these 
words: 

“Some of the more forward thinking people in the insurance industry believe 
that in the near future a company will not be able to compete effectively unless 
it offers a full line of insurance. Under existing statutes the practical effect is 
that a District of Columbia company is not able to form an effective subsidiary 
company nor can it acquire affiliates if it wishes to expand or diversify its 
business.” 

In legislating for the District of Columbia, Congress has traditionally ac- 
cepted the view that life insurance companies should not be permitted to acquire 
a controlling interest in the stock of other insurance companies engaged in 
other lines of insurance. Many of the States have adopted this position. At 
one time it was felt that the necessity of preserving the solvency of life in- 
surance companies would not justify the acquisition of controlling interests in 
other insurance lines such as fire and casualty where the risks were greater 
and not as susceptible to careful measurement. However, another basic reason 
for such legislation has been the fear that further unrestricted expansion by 
life insurance companies might result in the control of our economy through 
investment of the vast pools of capital which must be reserved against future 
contingencies by life companies. 

A special committee of the New York State Legislature recently conducted 
hearings on a proposal to amend the New York law so as to permit life com- 
panies to either engage in multiple-line underwriting or to acquire fire and 
casualty affiliates. The New York Insurance Department expressed its un- 
qualified opposition to this proposed change in the law. Its views were sun- 
marized in an affidavit filed in a case now pending in the New York courts which 
stated : 

“Especially since the Armstrong investigation, the legislative policy of this 
State has been concerned to see not Only that their investments be conserva- 
tively made, but also that the tremendous assets of life companies (the ‘trust 
funds’ belonging to their policyholders) should not be used to control enterprises 
unrelated to the life business and so to dominate our economy.” 

While numerous witnesses were heard on this proposed change, the New 
York State committee declined to act aud suggested that considerably more 
study would have to be given to this problem before any recommendations for 
change were forthcoming. 

In testimony during the insurance hearings conducted in May of 1959 by the 
Antitrust and Monopoly Subeommittee over which I presided, Mr. Robert A. 
Bicks, the Acting Assistant Attorney General in charge of the Antitrust Divi- 
sion of the Department of Justice, warned the subcommittee of the dangers of 
life insurance investments extending “insurance company influence way beyond 
the insurance industry.” With reference to life insurance investments in wel- 
fare and pension funds, he said: “If the funds continue to increase at their pres- 
ent rate, any power which the insurance companies may have to dictate man- 
agement may become even more significant.” 

From the record of your subcommittee it does not appear that any evidence 
has been submitted justifying the need for such a change in the law at this 
time. There was no indication that any of the companies presently wish to 
acquire an affiliate in the nonlife field, and no showing that their competitive 
activities have in any way been hampered by their inability to operate in other 
insurance fields. While “one-stop selling” has been expanding, and fire and 
casualty companies have been moving into the life business through subsidiaries, 
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I do not believe this would warrant the proposed change in the life insurance 
law without a clear showing of actual competitive disadvantage experienced by 
life companies. 

I am not informed as to the number or size of the companies domiciled in the 
District of Columbia who would be affected by this proposed change in the life 
insurance law. It is very likely that the companies directly affected are rela- 
tively small and that the dangers expressed above might not be too pertinent in 
their case. However, I strongly feel that whatever action the Congress takes 
on this very important issue may have a great influence upon the action taken 
by legislatures in the various States of the Union. It could well be argued that 
in those States where the tremendous size of the life companies has great sig- 
nificance in terms of investments which affect our economy, the adoption of 
such a measure may represent a carte blanche sanction by the Congress of fur- 
ther expansion by life companies through acquisition or formation of fire and 
casualty subsidiaries. Whatever action Congress takes on this legislation, I 
think it most important that it be made clear that Congress is not endorsing 
the principle that all life insurance companies be permitted to acquire affiliates — 
or subsidiaries in the fire, casualty, or health and accident fields. To insure 
this result your committee may wish to consider the inclusion of language spe- 
cifically restricting such rights to companies under a specified size. 

The findings of this subcommittee to date indicate that acquisitions and 
mergers in the insurance industry are occurring at a dangerous rate. Because 
of marketing developments in the industry there is every indication that such 
mergers will continue to increase. The Department of Justice has testified” 
that it is important that both Federal and State Governments be especially 
vigilant to forestall any rash of mergers which could result in dangerous con- 
centration and lessening of competition. Therefore, your committee might wish 
specifically to provide that before any such merger or acquisition occurs it must 
be approved by the insurance commissioner and that no such approval could be ~ 
given where the effect may be substantially to lessen competition or tend to7™ 
create a monopoly in any line of insurance. 

Your committee may further wish to consider including in this bill a provi-” 
sion requiring the Attorney General to pass upon the merits of such mergers or 
acquisitions in the light of these competitive criteria before the merger can be” 
approved by the insurance commissioner. In any event, because of the prece-7) 
dent this bill might establish, and because of its far-reaching effect, I strongly 
urge that the views of the Department of Justice and the Federal Trade Com-7* 
mission be obtained on this particular provision of the bill before final action” 
is taken. I do not believe that the Congress of the United States should take? 
any action which would inevitably be cited in other States as a precedent for 
the approval of mergers or combinations. 

I appreciate the opportunity afforded me of bringing these views to your 
attention. May I request that this letter be made a part of the record. If such 
a bill should be adopted by the House I will, of course, strongly urge these 
views before the District of Columbia Committee of the Senate and on the 
floor of the Senate if necessary. 

With best personal wishes, I am, 

Sincerely, 


JOsEPH ©. O’MAHONEY. 
Chairman Matrnews. Are there any other witnesses or statements? 
(No response. ) 


Chairman Martruews. If not, this meeting is adjourned, and we will 
go into an executive session. 
(The hearing adjourned at 11 :20 o’clock a.m. ) 
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